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NOTES AND COMMENTS 


FROM time to time Tue Poxrricaz QuarTERLY publishes a 
special number devoted to a subject of outstanding importance 
which needs consideration from several angles. Some months 
ago the editors decided to devote the present issue to nationalisa- 
tion. After all the arrangements had been made, the general 
election was announced. After careful reflection, the editors 
decided to keep to their original plan. 

It is generally agreed that nationalisation played a very small 
part in the electoral contest. The question is unpopular with the 
unattached voter, Mr. Richards remarks; and many Labour 
supporters are not enthusiastic about it. So that while the 
Labour programme included the nationalisation of sugar, 
cement, water, and the mutualisation of industrial insurance, 
Labour leaders and candidates gave little emphasis to these 
items in the campaign, but dwelt mainly on such matters as 
full employment, the social services and food subsidies. The 
Conservative programme had several anti-nationalisation 
features, such as the repeal of the Iron and Steel Act, 1949. 
But Conservative candidates and leaders also tended to avoid 
the subject, preferring to concentrate their fire on economic 
controls, high taxation and the housing shortage. 


* * * 


Yet despite these electoral tactics and public indifference, 
nationalisation is by far the most important domestic question 
facing the British people at the present time. For the result of 
the extensive measures which have taken place during the past 
five years will largely determine the efficiency of the basic 
industries of fuel, power and transport; and these are likely to 
play a decisive part in our economic recovery. On our economic 
recovery hangs not only the balance of payments and the 
possibility of raising the standard of life of our people. Upon 
it depends the extent to which we can regain our diplomatic 
freedom and the opportunity to pursue a more independent 
foreign policy. 

We must also recognise that the future of socialism is bound 
up with the success or failure of the large-scale experiments we 
are now making with the coal industry, gas and electricity 
supply, the railways, road haulage and passenger services, docks 
and inland waterways, the import and disposal of raw cotton, 
ait lines, the Bank of England, and the ground nuts scheme. 
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If the public corporations work well and efficiently; if they dis- 
play creative energy and imagination; if they show a proper 
concern for the divergent interests of consumers, employees and 
the taxpayers; if they avoid the traditional defects of monopolies; 
if they excel in applying scientific research and development, then 
in due course an ever-increasing proportion of the nation will 
accept public enterprise as a wise method of conducting a larger 
share of the economy. But if the public corporations show 
themselves to be merely vast vested interests sheltered from 
direct parliamentary control, seated comfortably on their mono- 
polistic positions and inflexible in outlook, the idea of public 
enterprise, in its present form at least, is likely to be rejected. 


* * * 


The main organisational weakness in the nationalised indus- 
tries, Mr. Chester points out, is due to lack of a clear division 
of responsibility between the Minister and the board. This 
theme is also taken up by Mr. Ernest Davies, who refers to the 
reluctance of Ministers to exercise their powers of giving 
directions to the boards, thereby avoiding responsibility to 
Parliament. He criticises the ministerial practice of influencing 
the public corporation by informal pressure rather than by 
explicit authority. The correct balance between interference and 
the autonomy of the public corporation has not yet been 
achieved, but he favours a more active intervention on the part 
of Ministers and a greater degree of responsibility on their part 
to Parliament for nationalised industries. We think that members 
of Parliament who share Mr. Davies’ view have pressed their 
claims to an excessive point in regard to the right to question 
Ministers. If once the Parliamentary question is given free play 
over the whole field of activity of a nationalised industry, half 
the advantage of having a public corporation rather than a 
Government department will be lost. Mr. Davies is on much 
stronger ground when he urges that Ministers should not 
automatically defend the boards, even when they have created 
them. The Minister’s general function, he rightly contends, is 
to protect the public interest, and the Minister puts himself in 
a false position if he feels obliged to defend the boards when- 
ever they are attacked. The Opposition similarly misconceives 
the true relation between Parliament and nationalised industries 
when it assumes that its function is to criticise, to denigrate and 
abuse the public corporations. 
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The extreme importance of the size of the operating unit is 
also brought out in Mr. Chester’s article. He points out that 
this factor was under-estimated in the earlier phase of the recent 
movement. We can, however, trace an increasing tendency 
towards compulsory decentralisation as we pass from coal, 
through electricity and gas, to steel. 

Professor Robson emphasises the extreme importance of the 
governing board as the key to successful operation. Experience 
shows the superior advantages of a policy board over a func- 
tional board. But this does not debar the appointment of men 
possessing special knowledge of the industry or some branch 
of it. He considers that the appointments should remain in the 
hands of Ministers, and that any attempt to impose tests of 
political reliability would lead to a spoils system, and to the 
selection of members for reasons unconnected with their 
administrative abilities. He urges the need for greater imagina- 
tion and less conventionality in filling these posts; and stresses 
the importance of providing reasonable security of tenure. 


* * * 


In the article on price policy Professor Arthur Lewis lays 
down the maxim that a nationalised industry should make 
neither a loss nor a profit on its revenue account—a principle 
which goes beyond the statutory obligation requiring each 
corporation not to make a loss taking one year with another. In 
the second place, Professor Lewis declares that the prices of 
the different services should correspond to their relative costs, a 
principle which is essential if the consumer is to be treated 
fairly and consumer’s choice to have real meaning under nation- 
alisation. An important matter with which he also deals is the 
irrelevance of the nominal capital indebtedness of a nationalised 
industry. The true basis which should govern payments to the 
Government by way of interest is the real value of the assets. 

Professor Lewis severely criticises the absence (except in the 
case of transport) of a tribunal to protect the individual con- 
sumer against excessive prices, undue preference and inefficient 
service. It is astonishing, he declares, that the Labour Govern- 
ment should have failed to safeguard these rights except in the 
case of transport; and he calls for a price tribunal to be set up 
for this purpose. The position of the consumer is considered at 
greater length by Mr. Griffith, who surveys the various consul- 
tative committees and councils set up in connection with 
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nationalised industries. The ordinary citizen may well be dis- 
mayed by the welter of different bodies which are supposed to 
represent his interests in regard to coal, transport, gas, electricity 
and so forth; at the remoteness and complexity of the machinery; 
at the close linkage between consumers’ councils or committees 
and the public corporations whose activities they are supposed 
to scrutinise; and at the weakness of the individual consumer, 
who is not organised. This contributor proposes that the existing 
machinery should be replaced by a simpler and more compre- 
hensive system of authorities which would represent consumers 
in relation to all nationalised industries. Opportunities for com- 
plaint by individual consumers or industries would be made 
available in local areas throughout the country and there would 
be a system of tribunals which would go far to meet the needs 
to which Mr. Lewis draws attention. 

Some of the broader aspects of labour relations under national- 
isation are dealt with by Professor Cole. All thoughtful observers 
recognise that the ultimate success or failure of nationalisation is 
likely to depend on personnel policy more than on any other 
factor. Unless the public corporations can evoke the public 
service motive throughout their great organisations and awaken 
incentives of a new kind, we must not expect great or even 
satisfactory results from public ownership. Professor Cole’s con- 
sidered view—and he is not given to excessive optimism—is 
that the coal industry, after some initial difficulties, has improved 
not only in technical efficiency, but also in its relations with the 
workpeople. Much remains to be done, and some of it will take 
a long time, but the National Coal Board has unquestionably 
made important headway in giving the miner a new deal. Mr. 
Cole shows the importance of maintaining full employment if 
the gains which have so far been made are to be secured and ~ 
extended. At the same time he rightly insists that if publicly 
owned industries are to be conducted successfully under con- 
ditions of full employment the co-operation of the workers and 
of their trade unions must be enlisted on the side of higher 
efficiency and their traditional attitude of hostility towards 
management overcome. 

* * * 

The penultimate article deals with the question of how efhici- 
ency is to be measured under nationalisation. Professors Florence 
and Walker share Mr. Lewis’s belief in the financial test; a 
surplus or avoidance of loss is, subject to certain qualifications, 
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the primary test of efficiency in public enterprise. Any surplus 
which is made must not, however, be the result of exploitation; it 
must not conceal social costs which do not enter into the account; 
and it must not result from a high margin on a small output. 
Administrators of nationalised industries, our contributors 
believe, are particularly liable to the diseases of security, con- 
servatism and procrastination. To combat these diseases they 
must be required to show that their undertakings satisfy appro- 
priate tests of efficiency applied to such criteria as productivity, 
economy in staff, industrial morale and goodwill, public satisfac- 
tion, and lowered prices. In particular, they criticise the tendency 
of nationalised industries to meet every increase of costs with 
a tise in price and a reliance on their monopoly to yield the 
necessary increase of revenue. They would require a public cor- 
poration tosubmit to the most stringent enquiry by an independent 
tribunal able to assess the efficiency of the undertaking, before 
it is permitted to raise its prices. 

The concluding article raises some fundamental questions 
about the policy of nationalisation. Sir Arthur Salter contends 
that industries which require a high degree of adaptability to 
market conditions, and which must meet the needs of overseas 
customers, are unsuited to nationalisation. He is fully aware of 
the dangers and defects of monopolies under private enterprise, 
and emphasises the need for public control over them; but he 
doubts whether the inherent dangers and disadvantages of 
public enterprise are equally well understood. In particular he 
stresses the need to replace adequately the powerful incentives 
of commercial gain and loss. He fears the effects of lowered 
efficiency, higher costs and excessive staffs on the whole economy. 
He doubts, moreover; whether public corporations will be able 
to resist unreasonable demands from trade unions when the 
possibility of bankruptcy no longer threatens the undertaking. 
Lastly he warns us of the danger of undue centralisation of 
management, with its concomitants of inelasticity and in- 
flexibility. These are real dangers of which we cannot be made 
too fully aware if we are to avoid them. 

Many other aspects of nationalised industry deserve attention 
which the limitations of space preclude on this occasion. We 
believe, however, that the present issue of THE PoLiTICAL 
QUARTERLY makes a substantial contribution to the main 
problems arising from nationalisation, and the manner in which 
they should be approached. 
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THE GENERAL ELECTION 


By Perer G. RicHARDS 
I 


THE first election of 1950 has proved to be the most satis- 
factory, and also the most unsatisfactory, contest of this century. 
It is good to record a record poll, and a hard, clean fight; it is 
a grim misfortune that the result is indecisive. I write as the 
shouting dies, and it is not possible to foresee the pattern of the 
future. So I must limit myself to a consideration of the results 
of the election, and the forces that produced them. 

The record poll of 84 per cent. is a reflection of the high level 
of political interest and concern throughout the country. 
Correspondents from other lands have applauded it as another 
tribute to the political maturity of the British electorate. Election 
meetings have been, with few exceptions, attentive and orderly. 
It may be that the level of argument at meetings has not been as 
high as candidates and party organisers would lead us to believe, 
but probably it compared well with the past. The level of the 
poll was also assisted by the new facilities for postal and proxy 
voting, introduced by the Representation of the People Act, 
1948, and also by the barrage of publicity given to the election 
by both press and radio in recent weeks. And possibly the most 
important of all has been the energy and enthusiasm displayed 
by members of the opposing party organisations. It is a com- 
monplace that all parties, particularly the Conservatives, were 
far better equipped for this contest than they were in 1945. This 
time there were more committee rooms, more meetings, more 
canvassing, more literature, and far more attention was paid to 
the drafting of party programmes. The atmosphere of brisk 
efficiency in many Conservative headquarters was remarkable. 
One correspondent* aptly remarked that too many Conservative 
committee rooms were surrounded by the “kind of technician’s 
confidence that glowed round the steps of Governor Dewey in 
1948”. Organisation cannot ensure success, because it cannot, 
by itself, command the confidence of an electorate which has 
fears and memories. Further, it is notable that the record poll 
was achieved in spite of the weather, restrictions on the use of 
motor cars, and the reduction in the legal maxima for election 
expenses. The controversy over expenses died early in the 


* In The Economist, 4th February 1950. 
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campaign, but the new restrictions were doubtless responsible 
for the relative calm that prevailed in January. The reductions 
are considerable. Before the 1948 Act, permitted expenditure 
was 6d. per elector in county constituencies, and 5d. per elector 
in the boroughs: now the permitted maxima are a basic £450 
plus 2d. per elector in the counties, and {£450 plus 14d. per 
elector in the boroughs. Thus, in the average-sized borough 
with 60,000 voters, maximum expenditure has been reduced 
from {£1,250 to £825. Since 1945, costs of printing, stationery, 
etc., have risen further and as the major parties are now in a 
stronger financial position, many agents have found the lower 
limits irksome. The Home Office return of election expenses 
will repay careful study. 

Membership of the new House will be no sinecure. Opinions 
differ as to what constitutes a working majority, but certainly 
one does not exist at present. The distribution of seats between 
the parties is shown below: 





July, December, February, 
1945 1949 1950 





Labour . , ' , 393 384 315 
Conservative (and allies) . 212 218 298 
Liberal . ‘ , II 10 
Independent Labour 

I.L.P. 

Communist 

Independent 

Irish Nationalist 

The Speaker 

Seats vacant 





626 





The ratio of seats to votes as between the Conservative and 
Labour parties is unusually fair, but as usual the Liberals suffered 
from our system of single-member constituencies. The major 

arties returned one M.P. for roughly each 40,000 votes obtained 
bins the Liberals had to poll over a quarter of a million votes for 
each of their candidates returned to the Commons. Or the same 
point can be made in another way. The Liberals received 9 per 
cent. of the total votes cast: 9 per cent. of the membership of the 
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House of Commons would give them some fifty-five members. 
But instead of having fifty-five M.Ps., they remain on the margins 
of extinction as a parliamentary party. 

The abolition of the university seats has speeded the exter- 
mination of Independent members. Every member of the new 
House, with the exception of the two Irish Nationalists, will be 
subject to a party whip. Even the most able and best respected 
Independents, as W. J. Brown (Rugby), D. L. Lipson (Chelten- 
ham) and Commander King-Hall (Bridgwater) can no longer 
compete against the power of local party organisations. Also 
the Independents, like the Liberals, must suffer from the cry, 
“Don’t waste your vote”. As the struggle between the great 
adversaries sharpens, so the minor contestants are. ruthlessly 
squeezed aside. The debates in the Commons may be the poorer 
for this development, but it is the logical consequence of the 
electoral system, for the sacrifice of minority opinion is the price 
that must be paid to secure a strong and effective administration. 
But this time we have paid the price without receiving the 
reward. 


II 


The redistribution of seats makes the task of comparing the 
results with those of 1945 one of some difficulty. In England and 
Wales only sixty-one constituencies did not suffer boundary 
adjustments. Ten of these seats changed hands. Labour lost eight 
to Conservatives, all of which, with a single exception (Taunton) 
were London suburban seats. The other two in this category 
were Bridgwater (Conservative gain from Independent) and 
Pembroke, where Labour defeated Major Lloyd George. 
Beyond these sixty-one seats, comparisons can only be made for 
the largest towns and on a regional or county basis. But the 
general picture that emerges from the results is clear. Labour has 
held two-thirds of the gains made in 1945, and the losses are 
concentrated in the dormitory areas around London, in the 
North-west, and in the Home Counties. As usual, W ales and 
Scotland remain steady: Labour gained two seats in Wales and 
lost four in Scotland, two due to Communist intervention in 
Glasgow. 

Labour suffered from the redistribution of seats, especially 
in London. In 1945, London had sixty-two members; now it has 
forty-three. The nineteen seats that disappeared were all safe 
Labour seats, with four exceptions, the City seats, Holborn 
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and one in Westminster. The ratio of seats between Labour and 
Conservative in London was 49:13; now it is 31:12. Con- 
servatives gained two seats in Lewisham, but otherwise the 
Metropolis remained faithful to Labour. This is a great change 
from March, 1949, when the L.C.C. elections produced a dead- 
heat between the parties, and shows once again that local 
government elections are a poor guide to parliamentary elec- 
tions. In the 1930’s, the difference worked the other way. Labour 
first won a majority on the L.C.C. in 1934, but the result of the 
1935 General election in London was: Conservatives, thirty- 
nine; Labour, twenty-two, Liberal one. The comparison is made 
even more odd, when the restrictions on the local government 
franchise that existed before 1944 are remembered. The follow- 
ing table shows the changes in the political representation of our 
largest cities over the last fifteen years. 





Total Constituencies Number of Labour M.Ps. 

1935-45 1950 1935 1945 1950 

Birmingham ; 12* 13 I 
Bradford 


Bristol 
Leeds 





Liverpool . 
Manchester 

Newcastle . 

Nottingham 
Sheffield 


“= ARWYO OMAR O 
VM Aw AQAA LR w vO 





The only serious Labour losses are in Liverpool and Man- 
chester, and here, as in London, Labour suffered from boundary 
adjustments. Most of the smaller provincial centres stayed in the 
Labour column, but Labour lost two seats at Hull and two more 
at Portsmouth, both after boundary changes. On the Committee 
stage of the Representation of the People Act,$ the Government 
moved an amendment, which was carried, that gave seventeen 
additional seats to the English boroughs. Government spokes- 
men argued that the seats were needed to give the boroughs a 
fair measure of representation, as otherwise the average elec- 
torate in borough constituencies would be 6,000 larger on average 


* In 1945 Birmingham returned thirteen M.Ps. 
+ The result for Manchester (Moss Side) has yet to be announced. 
¢ Cf. Hansard, 24th March 1948. 
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than in the counties. The Opposition suggested that the 
Government made this move in order to secure political advan- 
tage. In view of the total results, it would be fascinating to 
discover which side did gain from these additional seats, but 
because of the complexity of the boundary changes involved, 
it is not possible even to make a tentative estimate. 

Many areas previously in county constituencies have now been 
absorbed in parliamentary boroughs. So comparison of results 
county by county is in some cases impossible. Thus many urban 
areas in Middlesex, Essex, Kent and Lancashire now return 
Conservative instead of Labour members, but the change cannot 
be shown in tabular form. But here is a list of counties whose 
changes can be shown in this way. In 1935 Labour held very 
few seats in English counties except Durham and Yorkshire, so 
the recent results are compared with those for 1929, which before 
1945 was the high-water mark of Labour success. 





No. of Constituencies No. of Labour M.Ps. 
1929 1945 1950 1929 1945 1950 





Bedfordshire 
Buckinghamshire 
Gloucestershire 
Hertfordshire . 
Leicestershire . 
Norfolk 
Northamptonshire 
Somersetshire . 


Suffolk 


2 

* 
4 
2 


“" ARMY AM“ LR Ww w 
MARYA AA Aw 
hk At AL QAP Aw 
YNY Aw AW w bP 





The Labour vote, when expressed as a percentage of the total 
poll, has fallen throughout the country. But the swing is not 
uniform, Labour has held on better in the rural areas than in 
the boroughs. In some counties, Labour did nearly as well as 
in 1945, and in Wiltshire, though still unsuccessful, Labour 
candidates did better than ever before. Labour now has twenty- 
six more M.Ps. than in 1929, and the majority of these are 
elected from the English counties. So while Labour has lost 
support in the suburbs, it can claim as compensation that it is 
making headway in agricultural communities. With the further 


* Yarmouth, a Labour seat, is no longer a separate borough constituency. 
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decline of Liberalism, especially in South-west England, this 
may be a factor of major importance. 

Numerically, the Liberals are where they were in 1945, but 
they are unlikely to be able to run as many candidates next time. 
The other minority party, the Communists, fought the election 
as a useful vehicle for propaganda, and without real hopes of 
success. Their complete eclipse, together with the five fellow- 
travellers, was not surprising, but Communist intervention cost 
the Labour Party four seats, including that of the Colonial 
Secretary at Shipley. And those four seats would now serve to 
double the Government’s majority in the Commons. Nearly 
all the Communists forfeited their deposits, and only a few of 
their leaders gained as much as one-eighth of the poll. Left-wing 
opinion in this countr .s resolutely wedded to democratic 
methods, and the Communists will now concentrate even more 
on extra-political action. The usual array of odd Independents 
met their usual fate, and this time the booby prize goes to G. 
McClatchie (Socialist Party of Great Britain) who received 192 
votes at North Paddington. 


III 


All parties now agree that a critical electorate must be pre- 


sented with an extensive programme which outlines the measures 
and policies the party will advance if returned to power. This 
I regard as unfortunate. The successful party, if it has an ade- 
quate majority, may claim that it has a mandate to carry through 
the proposals in its programme, and that further discussion in 
the Commons is unnecessary, as the sovereign electorate has 
spoken. The victors may also feel compelled to honour their 
pledges, in spite of unforeseen adverse circumstances, e.g. petrol 
rationing in Australia. Alternatively, the victors may press on 
without taking sufficient time to consider the best methods of 
putting the new policies into effect. This process, if carried to 
the extreme, would undermine the responsibility of the Cabinet 
and make debate in the Commons a farce. To-day, with the 
indecisive result, we are far from the position, and it may be that 
before the election party leaders were persuaded by their 
supporters to be more specific than they would have wished. So 
party loyalists must learn that a five-year blueprint cannot be 
sealed at an election. 

Further, this doctrine of the mandate attributes to the elector 
an attitude of mind that does not, in fact, exist. Many Labour 
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supporters are not enthusiastic about nationalisation: many who 
voted Conservative would be unhappy if certain controls were 
removed. The elector is faced with a multiplicity of issues, and 
he is unlikely to agree with any party on all points. The best he 
can do is to vote for the candidate whose principles he likes the 
best or dislikes the least. All we should ask of the parties is that 
they make a clear and honest declaration of the principles they 
would follow if successful. Flexibility within a framework of 
principle is essential, and nothing can be more damaging to 
democracy than a morass of campaign pledges. 

And in the excitement of the hustings, party programmes are 
forgotten. In 1945 the Labour Party invited the voters to face 
the future: this time Labour candidates have insisted that voters 
should consider the past. Nationalisation is unpopular with the 
unattached voter, so the Labour campaign made its theme the 
contrast between the miseries of pre-war Tory Britain and the 
increasing benefits dispensed by the state since 1945. Drafting 
the Labour programme for the next election will be a delicate 
task. The Party may have to come to the view, in many cases, 
that nationalisation is an outmoded and clumsy method of 
controlling the major industries. In contrast, the Conservatives 
placed their emphasis on the present. They maintain that our 
whole economy is now resting on the artificial foundation of 
Marshall Aid, and while the solution of a freer economy was 
mentioned, its implications were never fully explained. On 
social services, the Conservative line was “‘me-too-ism”, in 
between reminders that the costs have to be borne by the tax- 
payer. Neither party was prepared to fight the election on visions 
of to-morrow, for there can be no pleasant visions. Idealism is, 
perforce, at a Idw ebb in British politics. 

In 1945 I argued* that the election campaign had no effect on 
the result. This is, I think, true again, but it might easily not 
have been so. The scales were so nearly balanced that any serious 
blunder, or any tactical master-stroke, could have had a decisive 
influence on the result. The public opinion polls correctly fore- 
cast a virtual stalemate, and recent by-elections showed a swing 
away from the Government sufficient to put Labour out of 
office. The fact that the Government had not lost a seat in by- 
elections was highly misleading, for all the vacancies occurred 
where the Labour Party had reasonable majorities. And while 
Labour held the seats, their percentage vote in the most recent 

* In The Political Quarterly, Vol. 16, No. 4. 
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by-elections dropped on the average by 6 per cent. So, granted 
that a draw was the probable result, no side can claim to have 
secured great advantage from the campaign. Of the election 
broadcasts, it must be admitted that the Radio Doctor’s made 
the greatest impression, and Mr. Bevin’s probably the least. 
The Conservatives were supported by four national daily papers, 
while the Government could only claim the allegiance of two. 
The provincial press was, in general, very fair to all parties, 
either from fear of losing circulation or as a result of the healthy 
influence of the Report of the Royal Commission. 

The Liberals alone could have gained advantage from more 
time. In many cases a low Liberal vote was the result of a late 
decision to run a candidate, and the consequent lack of prepara- 
tion. Where the Liberal candidate had nursed the constituency 
over a period, he often saved his deposit. The perennial question 
—what happens to the Liberal vote in the absence of a Liberal 
candidate?—remains unanswered. The answer may be different 
in different parts of the country. In 1950 some Liberal candidates 
were more Left-wing than others, and the timbre of the in- 
dividual Liberal candidate affected the type of voter he attracted. 
The use by the Conservatives of joint ““Con-Lib” titles in some 
areas, by infuriating the old-guard Liberals, may have done the 
Conservatives more harm than good. Wooing the Liberal voter 
will now be the great preoccupation of the major parties. Political 
leaders who wish to win this struggle should cultivate the 
qualities of honesty and dignity. 

This is not the time for weak government. The international 
scene has never been more grave, and our domestic economic 
problems are pressing. With parties so evenly balanced, the 
temptations of inflationary financial policies are strong, but this 
is an occasion for the exercise of statesmanship and restraint by 
both Government and Opposition. But my fear is that this 
parliament will devote most of its energy to considering the 
circumstances of its own demise. 











ORGANISATION OF THE 


NATIONALISED INDUSTRIES 
By D. N. CHESTER 


Two main features characterise the form of organisation 
adopted by the Labour Government for the industries they have 
nationalised during the past five years. First, the management 
has been entrusted to an appointed board (or public corporation) 
and not placed directly in the hands of a Minister at the head of 
a department or under an elected body. Second, the industry has 
been organised as a very large-scale monopoly usually covering 
the whole country and not handled as a number of smaller, 
statutory management units. 


The Public Corporation 

The choice of the public corporation is said to be due to a 
desire to get the best of both possible worlds. As Mr. Herbert 
Morrison said in his Socialisation and Transport in 1933, “We are 
seeking a combination of public ownership, public account- 
ability and business management for public ends’’. The members 
of the board are appointed by the Minister concerned, e.g. the 


members of the National Coal Board are appointed by the 
Minister of Fuel and Power. The Board is a corporate body 
which can sue and be sued, with stated statutory powers and 
duties, and subject to taxation in the normal way. In addition 
to his power of appointment and dismissal, the Minister has 
important powers of directing the Board in the performance of 
their duties. The general idea behind these statutory provisions 
is that while the Minister and Parliament will have a right to 
influence the general policy of the board, the board will be free 
in most matters to manage the industry’s affairs according to 
their skill and judgment. 

The main issues raised by the public corporation form of 
organisation are being dealt with in other articles. From the 
standpoint of organisation, only two points need be made. 

First, there is no standard form of public corporation and 
therefore the form adopted in the recent nationalisation Acts 
may or may not be comparable to the form adopted in other 
Acts or in other countries. True there is always a board with a 
corporate legal entity, but the method of appointing the board 
and above all the statutory powers of ministerial control may 
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vaty substantially. There are, for example, significant differences 
between the constitutional position of the former Central 
Electricity Board and of the present British Electricity Authority. 
And though the Port of London Authority is sometimes re- 
garded as the original model for the present-day public corpora- 
tion, it is important to remember that the majority of the 
members of its Board are elected and ministerial powers of 
control are small. 

Second, the main organisational weakness likely to arise from 
the form adopted in the nationalisation Acts is the uncertain 
division of responsibility between the board and the Minister. 
This is likely to cause confusion in the public mind and may lead 
to the duplication of administrative effort. Some people support 
the public corporation form because they see it is the public 
counterpart of the board of directors of the private limited 
company. But it is probably a misleading parallel, at least under 
recent legislation, for the Minister is both part of the manage- 
ment and part of the shareholders. If he takes his responsibilities 
seriously, he is likely to have a staff of experts to advise him on 
whether the board is functioning efficiently. I propose to refer 
to this point later after describing the internal structure pre- 
scribed for these nationalised industries. 


Internal Organisation 


The internal organisation prescribed by statute for the various 
industries shows a general trend away from the first idea of a 
single national board, but the main emphasis is still on that idea. 
The first main Act, the Coal Industry Nationalisation Act, 
passed by Parliament during the early part of 1946, provided 
only for one unit of management to cover the whole of the coal- 
fields. It is true that the Minister in charge of the Bill explained 
that there were to be various layers of management under the 
one board, and Parliament accepted the idea that this was a 
matter of administration best left to the Board and the Minister. 
The main emphasis was on nationalisation rather than on social- 
isation—the coalmining industry was to be managed as one unit. 
The eight (now nine) divisional boards, and under them the 
forty-eight area managements, have no statutory existence, nor 
have their establishment and functioning been the subject of a 
ministerial direction, though it is known that the Ministry was 
not without influence on the form of internal organisation 


adopted by the Board. 
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The Transport Act, which was going through the House of 
Commons in 1947 at the same time as the Electricity Act, had to 
deal with a vastly more complicated industry than did the Coal 
Act. For the Act was concerned with what in effect were several 
different industries, however much this may be disguised by the 
use of the generic title of “ transport”. There were the railways, 
canals, docks and harbours, road haulage and road passenger 
transport, not to mention London transport, which was already 
being managed by a public corporation, the London Passenger 
Transport Board. It would clearly have been possible for 
Parliament, as in the case of coal, to have agreed to transfer all 
these undertakings to one national board and have left the 
board (perhaps in consultation with the Minister) to work out 
the best form of management. And indeed in one sense this is 
what was decided. For all the assets acquired were vested in a 
British Transport Commission, and Parliament gives the powers 
to and imposes the duties upon this Commission or Board. 

The Act did, however, provide for the establishment of “public 
authorities known as Executives to assist the Commission in the 
discharge of their functions’’. It is left for the Minister by order 
to fix the number and names of the executives after consultation 
with the Commission, but the Act states that unless the Minister 
makes different provision there must be executives for the rail- 
ways, docks and inland waterways, road transport, London 
transport and hotels. It was subsequently decided that there 
should be separate executives for road haulage and for road 
passenger transport. 

It is not easy to indicate clearly the position of these execu- 
tives. Statutorily they are agents of the Commission and exercise 
only such functions as may be delegated to them by or under a 
scheme made by the Commission and approved by the Minister. 
Notice of the scheme and of the order must be gazetted, and so 
must any subsequent changes. The scheme may not empower 
an executive to borrow other than for temporary purposes. On 
the other hand, as regards matters falling within the scheme of 
delegation any rights, powers and liabilities of the Commission 
must be treated as the rights, powers and liabilities of the 
executive, and the executive must also be treated as the employer 
of the staff and workmen whose control is delegated to them. 
This provision, combined with the fact that the chairmen and 
members of the executives are appointed directly by the Minister 
and not by the Commission, though after he has consulted that 
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" body, makes the executives something more than mere agents. 
They are in effect in a much stronger position than the divisional 
coal boards, but perhaps rather less strong than the area elec- 
tricity boatds. 

The Electricity Act also established a national Board, but went 
much further in the direction of decentralisation than the Coal 
and Transport Act by establishing fourteen area boards, with 
certain statutory rights and duties. In large part the organisation 
continued the previous distinction between the generation and 
the distribution of electricity, the area boards in effect replacing 
the numerous local authority and company distribution systems. 
But the British Electricity Authority (known as the Central 
Authority) is much more than the Central Electricity Board 
under another name. For the B.E.A. is not just responsible for 
generation: its primary duty is to develop and maintain an 
efficient, co-ordinated and economical system of electricity, and 
to that end may exercise a general control over the area boards. 
Thus B.E.A. approval is required for programmes of capital 
development prepared by the boards, and only the B.E.A. may 
borrow by way of the issue of British Electricity Stock. At the 
same time, the area boards are not just creatures of the Central 
Authority. The accounts of each board are kept separate and an 
area board which earns a surplus in any year may apply it to such 
purposes as it may determine, with the approval of the B.E.A. 
The area boards also fix the tariffs for the electricity sold by 
them, again, however, subject to a certain measure of control by 
the Authority. It is also worth noticing that the chairmen and 
members of the area electricity boards are appointed by the 
Minister and not by the British Electricity Authority, whereas 
in the case of coal the chairmen and members of the divisional 
boards are appointed by the National Coal Board. This must 
have important consequences for the independence of the 
area boards. 

Gas came next, the legislation being handled in the first half 
of 1948. At first sight, the organisation looks the same as that for 
electricity. For electricity there is a British Electricity Authority 
and fourteen area electricity boards; for gas there is a Gas Council 
and twelve area gas boards. But the statutory relations of the 
central and area authorities are quite different. For in the case of 
gas the area boards are the important bodies, they are equivalent 
in most respects to the national board in the other industries 
and are not subordinate regional bodies. The Gas Council is 
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very largely a central representative body for the industry and is 
composed of the chairman of each of the twelve area boards, 
with an independent Chairman and Vice-Chairman appointed 
by the Minister. The actual assets acquired under the Act are 
vested in the area boards and not in the national Council, and 
only the boards have the statutory powers to manufacture and 
supply gas. The Council also has some responsibility for the 
programmes of training and education and of reorganisation 
and works of development, but as the Council is predominantly 
a meeting place for area board chairmen, co-ordination is likely 
to come from voluntary co-operation. The fact that it is the Gas 
Council and not the area boards which has the power to issue 
British Gas Stock is also of less importance by reason of the 
composition of the Council. In effect, it is a form of central 
borrowing on the credit of the industry as a whole instead of on 
the credit of individual areas. It is this method of borrowing 
which provides the one possibility of an area board being made 
managerially subordinate to the Council. As the Council under- 
takes contractual responsibility for payment of interest and 
redemption of debt, there must be some provision to meet the 
eventuality, however remote, of one of the area boards not being 
able to pay to the Council its share of this responsibility. The 
total borrowings of the Council for the manufacture and supply 
of gas are allocated among the area boards according to their 
respective borrowings from the Council, plus the compensation 
payments in respect of the undertakings they took over in their 
area. Each area board must pay to the Council the interest, 
redemption, sinking fund and issue expenses attributable to its 
part of the total borrowings of the Council. In addition, each 
board must make a contribution to a Central Guarantee Fund— 
a fund usable only in the event of an area board of the Council 
being unable in any year to meet their obligations in respect of 
the outstanding debt. If an area board in any year fails to pay its 
share of the interest, etc., and its contribution to the Central 
Guarantee Fund, the Gas Council may, with the approval of the 
Minister, give that board directions with respect to the manage- 
ment and policy of the board, including tariffs and other financial 
matters, until at least the board has discharged its obligations. 
Finally, we must turn to the organisation established by the 
Iron and Steel Act, 1949. From one point of view, this provides 
the most decentralised form of organisation of any of the Acts, 
and indeed it is indicative of the changing attitude of Parliament 


126 





ORGANISATION OF THE NATIONALISED INDUSTRIES 


to the problem of organising the nationalised industries that 
during the passage of the Bill words were added requiring the 
British Iron and Steel Corporation so to exercise their powers 

“to secure the largest measure of decentralisation consistent 
with the proper discharge by the Corporation of their duties. . . .” 
No doubt had the House of Commons been considering the 
Coal Bill in 1949 instead of early in 1946 similar words might 
have been introduced into that Bill, though that is not to say 
that the organisation adopted for iron and steel would also have 
been adopted. 

The Iron and Steel Act provides for the establishment of the 
Iron and Steel Corporation of Great Britain, a public corporation 
on now familiar lines. It is a national Board, and in effect owner- 
ship of the major part of the iron and steel industry will be 
transferred to it. But unlike coal, transport, electricity or gas, it 
is neither the assets of the acquired companies nor the companies 
themselves that are vested in the Corporation. The effect of the 
Act is to leave the individual iron and steel companies in exist- 
ence, but instead of the capital being owned by private in- 
dividuals or companies, it is owned wholly by the Corporation. 
The previous holders are bought out compulsorily by the issue 
of British Iron and Steel Stock and the Corporation becomes a 
huge holding company holding the whole of the capital of the 
nationalised companies. These companies will be known as 
publicly owned companies, but they will retain their same names 
and outward appearances. 

Certain important consequences flow from this method of 
acquisition. First, there remain in existence units of management 
as going concerns, with their own traditions, and which could 
continue to operate as such. Second, the methods of control 
available to the Corporation are normally those available to any 
shareholder with a majority voting interest. Third, though the 
companies acquired are now to be known as publicly-owned 
companies, it is not intended that they should differ very much 
in their essential statutory position from ordinary companies 
under the Companies Act. Thus they will have to conform to the 
provisions of the Companies Act governing the filing of accounts 
with the Registrar of Joint Stock Companies, the holding of 
annual and special general meetings, and memorandum and 
articles of association and so on. 

A company such as Richard Thomas and Baldwin Ltd. will 
continue as at present to have directors and share capital, and 
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derive its powers from its Memorandum and Articles of Associa- 
tion. And the directors will continue to be elected by the share- 
holders at the Annual General Meeting. But after the Act has 
come into operation the company will have only one shareholder, 
the Iron and Steel Corporation. (Under the Companies Act, a 
company must have at least seven shareholders before it can be 
registered as a public company. The Iron and Steel Act reduced 
the number to one in the case of the publicly-owned iron and 
steel companies.) The Corporation will thus have the complete 
power of life and death over the directors and, providing it goes 
about their removal or appointment in accordance with the 
provisions of the Companies Act, it may remove and appoint 
whenever it so wishes. 

It is possible therefore to show a progressive movement 
towards the adoption of smaller units of management.* The Coal 
Act, 1946, abolished some 800 private companies, of which about 
150 were of substantial size, and placed the whole responsibility 
on a single National Coal Board. At the other extreme, tue Iron 
and Steel Act, 1949, leaves the companies in existence as in- 
dependent operating units subject to the control of a national 
holding company. Some of the differences in internal organisa- 
tion arise quite naturally from the economic characteristics of 
the industry. The existence of the electricity grid and the 
technical impossibility of a national gas grid go a long way to 
explain the different status of the British Electricity Authority 
and the Gas Council. Even so, there was undoubtedly a change of 
opinion during the four years in which the legislation was passing 
through the House of Commons. 

There are no obvious technical reasons why the whole of the 
coalfields of the country should be managed by one Board, 
housed as it must be in London. The Reid Report stressed the 
need for the industry to be reorganised into a number of suitably 
sized planning units and that areas should not be split up among 
several different companies. But this cannot be used as an 
argument for placing widely separate coalfields under the one 
Board. At least it is difficult to see that the arguments for doing 
this are very different from what they are in the case of iron and 
steel, where a different form of organisation was adopted. 

*It is possible to argue that the Transport Act introduced the most centralised organisa- 
tion. For the counterpart to the British Transport Commission for coal, electricity and gas 
would have been a Fuel and Power Commission. Co-ordination of the different forms of 


transport could have been made the responsibility of the Ministry of Transport just as the 
Ministry of Fuel and Power still remains responsible for general fuel and power policy. 
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Looking back, one has the strong impression that the pro- 
blems of size were underestimated. There has been so much 
criticism in recent years of a multiplicity of small management 
units in these and other industries that it is perhaps natural that 
opinion may have swung too much to the other extreme and 
that we have bitten off rather more than we can chew, at least 
at the present stage of knowledge. For there is little or no 
experience of managing units of the size of the National Coal 
Board or the British Transport Commission, both of which have 
some 800,000 employees. One hears talk of large-scale private 
enterprise, but nothing approaching this scale exists in the 
ptivate sector of industry. Lever Bros. and Unilever has about 
200,000 employees and I.C.I. about 100,000 in this country. 
The armed forces during wartime are, of course, very much 
larger and undoubtedly there is a good deal to be learnt from 
large-scale military organisation. But the different character of 
the objective and the existence of other factors make it un- 
wise to press the parallel very far. In any case, on the National 
Coal Board, for example, only one of the full-time members can 
claim to have had previous experience of managing a unit 
approaching anything like the size of the coal industry. The other 
full-time members all bring special experience of great value to 
the Board, but not experience of very large-scale management. 
Substantially the same can be said of the other national boards. 

Even the units smaller than the national boards are in most 
cases much larger than any unit which existed in the industry 
before nationalisation. The 1948 Report of the National Coal 
Board showed that, excluding Kent, the other seven divisions 
varied in size from 60,000 (West Midlands) to 160,000 (Northern) 
employees. Since then the Northern Division has been reduced 
in size by making Northumberland and Cumberland into a 
separate Division. Even so, the divisions, with the exception of 
Kent, are larger than the largest company existing in the industry 
before nationalisation. The same is true of the gas and electricity 
area boards. Little wonder that the National Coal Board in its 
Annual Report for 1947 said: “There are difficulties inherent in 
any amalgamation of business concerns, but the nationalisation 
of the coal industry brought special difficulties because of the 
formidable change of scale. Even those who had previously 
worked in the largest private companies in the coal industry find it 
necessary to adapt themselves to new methods and modes of 
thought’. It rather looks, therefore, that we may have been in 
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too great a hurry to pass from the small company units to the 
single national board and that some in-between size of manage- 
ment would have been preferable at this stage. 

But many who supported the extension of public ownership 
were not concerned wholly with managerial efficiency: they saw 
socialisation as a method of bringing all those employed in the 
industry into direct and active participation in the running of 
the industry. One did not need to be a Guild Socialist to believe 
(or hope) that socialisation should result in a change in the whole 
relations between masters and men, bringing them closer to- 
gether, welding all employed in the industry into a single team. 
Now, it is a well-known fact that the problem of keeping in 
touch increases as the size of an organisation increases. The 
problem is not so much of developing a fellow feeling between 
large bodies of workers—the solidarity between miners in 
different coalfields is well known. It is much more the problem 
of the relation between workers and the different levels of 
management. The boss who lives in your own town, whom you 
see from time to time, so that you know what he does and how he 
lives, is bound to be much more real than the boss who lives in 
London, perhaps a hundred or two hundred miles from your pit. 
Moreover, sheer size makes it difficult to make use of workers in 
management, for though they may be of great value in helping 
to manage smaller units, it is less likely that their experience will 
enable them to take an effective part in the complexities of a 
large-scale organisation. 

Now, in fairness to the persons concerned in the Government 
and on the boards, it must be said that in most cases they 
recognise these problems and believe they have taken the 
necessary steps to deal with them. The Burrows Committee, 
which reported on the organisation of the National Coal Board 
in November, 1948, rejected the suggestion mooted in some 
quarters that the divisional coal boards should be abolished and 
the areas be given financial autonomy. And in their Third Annual 
Report, the National Coal Board devote a whole chapter to 
explaining the organisation of the industry and the principles 
underlying it. The relative functions of the Board, and eight 
(now nine) divisional boards, the forty-eight area managers and 
the some 1,000 colliery managers are explained, and stress is 
laid on the degree of responsibility exercised at each stage. 

The British Transport Commission, according to their First 
Report, have “encouraged the maximum degree of devolution 
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of authority (within the organisation of the Executives) which is 
consistent with the principles and objects of unification”. And, 
after explaining the principles of their organisation, they con- 
tinue: “These principles are consistent with and indeed require 
the maximum devolution of authority to regional and divisional 
officers in regard to executive action and in regard to matters 
which are of local or regional application only.” 

Moteover, it is important to bear in mind the development of 
consultative machinery at all levels. For coal, for example, 
consultative committees exist at nearly 1,000 pits, and there are 
also area and divisional consultative councils and also a national 
consultative council. Six miners are elected by their fellow 
workers on to each colliery consultative committee, and though 
there are still many teething troubles in this comparatively new 
development in industrial relations there are undoubtedly great 
opportunities for worker participation in the management of the 
industry’s affairs. And so by administrative decentralisation and 
by the association of the workers* and management at all levels 
there is a real chance that the theoretical dangers of the over- 
large management unit may be avoided or at least minimised. 

Nevertheless, this is a problem which will require watching 
and further consideration. Decentralisation is not necessarily 
secured by setting up a hierarchy of layers of authority. Its 
success depends as much as anything on developing the right 
attitude of mind. The Iron and Steel Corporation, for example, 
could act so as to turn the managers of the publicly owned 
companies into mere ciphers. In the worst forms of hierarchical 
management there is a strong tendency for anything new or 
different to get passed up to the top for decision. The lower-level 
units may look as though they have large powers, but actually 
they may be in the position of deciding nothing which has not 
already been decided. There are three factors always at work 
which are dangerous to decentralised action. First, financial 
control, which tends to cause every item of expenditure to be 
scrutinised by those in charge of the total budget. Second, the 
desire for national uniformity which leads to a fear that local 
decisions may lead to so called anomalies or differences between 
different units in the organisation. Third, the temptation ever 
present at the lower levels to pass up awkward or disputed points 
for settlement at a higher level. 


* Present trade union organisation and attitudes sometimes encourage centralised 
decision making. 
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Moreover, large-scale organisations with a hierarchy of 
different levels of authority must inevitably be complex, not easy 
to understand. It must also be less easy to fix responsibility 
within the organisation. The sense of remoteness from ultimate 
authority may affect the managers at the lowest levels, and a 
sense of frustration may be communicated by them to the 
workers. There may be a difficulty in getting speedy decisions. 
And diffusion of authority may tend towards a diffusion of 
individual initiative and sense of responsibility. Such organisa- 
tions also require great powers of leadership in those at the top, 
in order that all employed in the industry have the necessary 
impulse and a unifying purpose. 

The problems of large-scale organisations are still too new 
to permit of a final verdict or to prescribe well-tried solutions. 
Looking at the experience of Lever Bros. and Unilever* and of 
the General Motors Corporation} of America, one cannot but 
be impressed by the stress laid on leaving operational manage- 
ment completely and clearly in local hands. In the case of Lever 
Bros., control from the centre is limited to the formulation and 
approval of an annual operating plan and of a capital expenditure 
budget, and to the selection and remuneration of the top 
management of the operating units. The centre also provides 
various advisory services for the use of the operating units. 

The foregoing is an analysis of the problems facing the 
nationalised boards and not a criticism of the manner in which 
they have tackled these problems so far. Indeed, as stated earlier 
in this essay, there is plenty of evidence that the boards are fully 
alive to the difficulties and are giving them a great deal of 
attention. It may be that the outcome of these developments will 
be to cause the national board to concentrate more and more on 
general policy, leaving substantially all operating responsibility 
to the area or local level. This is already rather like the relations 
which exist between the British Transport Commission} and its 
executives; and the National Coal Board is tending in that 
direction. The national boards will find themselves dealing 
mainly with negotiations on those aspects of wages and con- 
ditions which have to be settled nationally, the approval and 
co-ordination of the plans for capital development and 

* See paper by Sir Geoffrey Heyworth in Large-scale Organisation, edited by G. E. Milward. 

t See Big Business, by Peter Drucker. 

¢ Transport is a special problem, for here the decentralisation in the first instance is by 


type of transport and not by area. This emphasises the difficulty of generalising about the 
organisation of the nationalised industries. 


132 





ORGANISATION OF THE NATIONALISED INDUSTRIES 


re-organisation, large-scale research projects, provision of certain 
services, settlement of price policy, making of senior appoint- 
ments, dealing with the Government, and the general super- 
vision and co-ordination of the work of the operating units. 

The question immediately arises: is it necessary that there 
should be one national board owning all the assets in the industry 
and responsible publicly for everything done in the industry in 
order that these central functions can be performed? Clearly 
not. Wage negotiations, for example, could be conducted by a 
national council or association of independent area boards. And 
there could be a central research and training establishment 
under the control of such a council. It would also be quite 
possible for such a central council to provide certain common 
services for its constituent members. 

But what about such matters as approval of the development 
programme and keeping the area units’ activities in line with 
national policy? This I am inclined to think must be the job of the 
Ministry. At the moment, programmes of reorganisation and 
development and of training, education and research must be 
conducted by the board on lines approved by the Minister. To 
do this job properly, the Minister must have expert advice. He 
can, of course, act as a rubber stamp for the Board’s proposals, 
but this is hardly compatible with his responsibility to Parlia- 
ment. If, however, he employs his own experts, he is duplicating 
the staff of the board. One way of overcoming this problem 
would be for the Minister to employ the necessary advisory staff 
and for his department to deal direct with the operating units 
whose schemes of development have to be considered. 

Here I am primarily concerned with the coal industry. Each 
industry must be considered separately, there is no one pattern 
of organisation suitable for all. Might it not be worth consider- 
ing for the coal industry an organisation similar to that chosen 
for gas. At the moment there is one National Coal Board owning 
every pit and every item in the industry and responsible by 
Statute for everything that is done, but trying to avoid the 
problems of excessive scale by decentralising its power to a 
hierarchy of subordinate authorities. If the organisation chosen 
for the gas industry were applied, there would be, say, nine or 
more divisional boards completely responsible for the manage- 
ment of the pits and activities in their areas. There would be a 
central council composed of representatives of the divisional 
boards, and this council would perform certain functions for 
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the divisional boards. It would, however, be clearly the Minister 
of Fuel and Power’s responsibility to exercise public control 
directly over the boards, to approve the general lines of their 
capital development, etc., programmes. He would collect and 
publish statistics enabling Parliament and the public to judge 
the progress and efficiency of the different boards. 

No doubt there are many difficulties in the way of such a 
change and there may be objections on grounds of principle. 
Consideration would need to be given to marketing arrange- 
ments. Certain coalfields at present incur heavy losses, which 
are made up by profits made by other areas. It is probable that 
some form of the old Coal Charges Account would have to be 
reintroduced and continued long enough to allow the necessary 
readjustments to be made. But this should not prevent the 
matter being considered. Indeed, the success of the nationalised 
industries will depend on all concerned having an open mind on 
the best method of administering them. 





THE GOVERNING BOARD OF THE 


PUBLIC CORPORATION 
By Wiit1am A. Rosson 


ALL the experience we have so far had of nationalised in- 
dustries serves to emphasise the crucial importance of the 
governing board. The success or failure of nationalisation is, 
indeed, likely to depend more on the quality of the boards 
directing the public corporations than on any other single 
factor. For from this flow all the decisions on policy and admin- 
istration which together make up good or bad management. 

Let us consider, by way of illustration, the matters which will 
normally come for approval or decision to the board of a public 
corporation. The appointment of the chief executive and the 
principal officers; the programme of current and future output; 
plans for development or reorganisation; major projects for new 
equipment; relations with Ministers on matters of policy; the 
consideration of serious criticism by Parliament, consumers or 
the public and the action to be taken; the result of negotiations 
with, or demands from, trade unions on important matters; 
general policy concerning prices, surplus and losses; the policy 
of the undertaking in staff matters, including questions of wages, 
incentive, morale, and consultation with employees; the pro- 
motion of further legislation (whether private or public Bills) 
and the attitude to be taken towards other Bills; the methods by 
which the corporation is to comply with ministerial directions; 
serious conflicts of interest or policy with other public corpora- 
tions or with private interests; the allocation of sums to reserve, 
and the management of reserve funds; the action to be taken by 
the corporation to reduce operating deficits; the adoption of 
important new inventions, processes or improvements; policy 
on scientific research and development, training and education. 

No self-respecting board could be content with a narrower 
range of responsibility than this. Some would not improperly 
demand a wider sphere of decision and supervision. I have not 
mentioned such obvious matters as the board’s responsibility 
for the annual report and statement of accounts. 

The governing board of a public corporation occupies a 
different position from that of any other body. It has far wider 
responsibilities than the board of a commercial company, for the 
directors of the latter are essentially the representatives of the 
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shareholders, whereas the board of a public corporation is 
entrusted with duties to the consumers, to the employees, to the 
Government, and to the nation. It differs from a local authority 
(or one of its committees) running a public utility service, for 
these consist wholly or mainly of councillors answerable to the 
electors; and all kinds of political and party considerations can 
and do arise in local government which have no counterpart in 
a public corporation. 

The statutory conditions relating to the boards of the various 
public corporations are not uniform in regard to the number, 
tenure or the qualifications of members. All of them are chosen 
by the appropriate Minister, even where (as in the case of the 
B.B.C. or the Bank of England) the members are formally 
appointed by the Crown. 

The first variable concerns the size of the board. The court of 
the Bank of England consists of the governor, deputy governor 
and sixteen directors. Practically all the other boards have upper 
and lower limits of numbers within which the Minister has 
discretion. These minima and maxima follow no fixed rule. 
Thus the boards of B.O.A.C. and British European Airways 
must have not less than five or more than eleven members 
including the chairman; the Transport Commission consists 
of a chairman and between four and eight other members; the 
Overseas Food Corporation and Colonial Development Cor- 
poration have boards of between four and ten members, in 
addition to the chairmen. Each area electricity board may 
fluctuate between five and seven members in addition to the 
chairman, whereas an area gas board must have not less than six 
or more than eight members, together with the chairman ex 
officio of the Gas Consultative Council for the area. The Central 
Land Board has no minimum size; it consists of a chairman and 
not more than nine other members. 

The National Coal Board was originally defined rigidly as a 
chairman and eight other members, but the amending Act 
passed last year converts the board into a flexible type whose 
numbers may fluctuate between eight and eleven, in addition to 
the chairman. This high minimum number was doubtless fixed 
so as to enable the Minister to strengthen the board without 
infringing the rights of the previously appointed members. 

Flexibility of numbers is undoubtedly an advantage in relation 
to a governing board. It may well be that the board of a public 
corporation will need more members, in order to include men or 
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women possessing particular qualifications, at one period than 
another. Nationalised industries are not static in their require- 
ments even at the highest level. There is no magic in a particular 
number, despite the incantations of certain efficiency experts; 
and it may often be worth while seizing the opportunity to 
appoint a man of unusual ability at the moment when he happens 
to be available. It is an advantage, then, for Ministers to have a 
certain latitude in determining the size of the board. 

The Minister’s power in this matter can also be used to over- 
come a recalcitrant or hostile board by swamping it with 
additional members; and I have argued elsewhere that the 
Government of the day should possess such a power.* But it is 
a power which should only be used for this purpose in the last 
resort, for it may easily lead to disagreement, friction and 
resignations. Discordant elements cannot produce a harmonious 
and successful board; and it is of the utmost importance that 
service on these supreme organs of direction should not be 
discredited in the eyes of men of great ability who are able to 
pick and choose their work. 

On the whole, the boards are of a reasonable size; and the 
mean points between the upper and lower statutory limits 
provide in most instances a small compact team. 

We may consider now the qualifications of the members. The 
general policy of our legislation is to require the appropriate 
Minister to appoint persons whom he considers to have had wide 
experience in specified fields of activity. The types of experience 
which are called for vary somewhat between the corporations, 
but they nearly all include industrial, commercial or financial 
matters, administration, or the organisation of workers. In the 
case of the National Coal Board, the Colonial Development 
Corporation, the Forestry Commission and some others, 
scientific attainments are mentioned. The boards of some 
corporations are to include men of experience and reputation in 
the industry concerned: this applies to the Transport Com- 
mission, the Raw Cotton Commission, the area gas boards and 
the Gas Council, and—since 1949—the National Coal Board. 
On the other hand, no specific qualifications are laid down for 
the directors of the Bank of England, the governors of the 
B.B.C. or the members of the air lines. 

There is no doubt that the policy of getting the ablest men to run 
these great enterprises is right—absolutely and unquestionably 

* Public Enterprise, edited by W. A. Robson, p. 366. 
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right. The French policy of composing the boards of their 
nationalised industries of three equal groups of representative 
of the state, the consumers and the employees, is wrong. Indeed, 
it is seriously threatening the success of the French experiments. 
The members of the boards in France are all part-time and un- 
paid representatives of interests except the chairman; and they 
continue to work as industrialists, trade union officials, civil 
servants, etc., while serving on the boards. 

The conception of a board as the meeting place for the repre- 
sentatives of interests is wholly mistaken. The syndicalist and 
guild socialist philosophies are particular manifestations of this 
conception. Professor Cole, despite his belief in guild socialism, 
admits that it was right not to establish the National Coal Board 
on a representative basis;* but there are not a few advocates of 
direct representation of the employees or their trade unions on 
the Board. They include some Labour M.Ps. and the secretary 
of the National Union of Railwaymen.t 

I believe we should also reject the idea that the members of 
the boards of public corporations should be professed socialists 
or adherents of the Labour Party. If political conformity is to be 
made a test for holding office, then it would be better to assimi- 
late the public corporations to the Executive by making the 
boards resign on a change of Ministry. Members of the Labour 
Party have criticised the Labour Government for not manning 
the boards with convinced socialists; and M.Ps. have brought 
pressure to bear on Ministers in this direction. It does not appear 
to have occurred to these critics that if a Labour Government 
plays this particular game (which is only a somewhat purified 
version of the spoils system), it will certainly be played by their 
opponents with equal vigour when they come to power. In 
short, a Conservative Government would in revenge seek to 
appoint men who are hostile to nationalisation and anxious to 
demonstrate its failure. 

We have so far managed to avoid tests of political reliability 
in our civil service, in our judiciary and over a wide range of 
public administration without falling conspicuously below the 
level of other countries which are less tolerant in this respect. 
Must a good socialist only be attended by a doctor who believes 
wholeheartedly in the National Health Service? Should only 
those doctors who believe completely in socialised medicine be 


* “The National Coal Board’’, Political Quaterly, XVII, p. 313. 
t See Mr. Figgins’s speech on ‘this subject at the Annual Trades Union Congress, 1949. 
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allowed to practise in the National Health Service? I should say 
this was nonsense. All that matters is that a doctor should be 
willing to do his best as an honest man and a good citizen. The 
record of municipal trading is quite significant in this respect. 
It shows that some of the most successful gas and electricity 
undertakings were developed and operated by councils whose 
members were predominantly conservative, in outlook if not 
in name. 

The power of appointing the boards of public corporations 
should undoubtedly be in the hands of Ministers. The device of 
the Appointing Trustees introduced in the London Passenger 
Transport Act, 1933, was fantastic;* I am equally opposed to 
current proposals for an intermediate body of some kind, com- 
posed of eminent persons, of all parties or of none, to act as an 
electoral college for the nationalised boards. Suggestions of this 
type spring from a distrust of democratic government. If 
Ministers are not fit to make such appointments, for what tasks 
are they likely to be fitted? If they are not so fitted, we had 
better change our system of government. 

Although the appointment of boards should be left with 
Ministers, it does not follow that the boards which have actually 
been appointed are entirely satisfactory. Far from it. Many of 
the appointments have been conventional and unimaginative. 
The Minister of Transport, in particular, has shown a singular 
lack of courage in constituting the Transport Commission and 
the executives in charge of the several branches of its work. It 
is difficult to discuss this subject without becoming involved in 
personalities; but looking at the appointments as they are 
described in the report of the British Transport Commission for 
1948, it appears that the Minister assumed that nearly all the key 
posts should go to the men holding similar posts prior to 
nationalisation. This is indeed a questionable assumption. The 
Minister of Civil Aviation’s appointments to B.O.A.C. provide 
a refreshing contrast. The National Coal Board has been pro- 
gressively strengthened in more than one way by Mr. Gaitskell 
during his period as Minister of. Fuel and Power, as compared 
with Mr. Shinwell’s original Board. 

One must accept the probability that for some time to come 
most boards will be composed of such elements as (a) a person 
with previous experience of the industry under commercial 
ownership—usually a high executive; (4) an ex-trade union 

* Public Enterprise, p. 367. 
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officer of standing; (c) a former civil servant of exceptional 
ability; (d) a leading financial expert or accountant; (¢) an engineer 
or scientist—with an occasional retired general or air marshal 
thrown in. There is nothing inherently wrong in these categories 
so long as they are not exclusive or applied in a conventional 
way. We want men rather than categories. The trouble is that 
Ministers have too rarely shown themselves willing or able to 
back their own judgment, even if it means taking a risk, rather 
than to appoint men almost ex officio. All too often they have 
been disposed to play for safety, to select men whose careers lay 
behind them, to choose reassuring names which would inspire 
confidence rather than to seek men with the promise of creative 
ability and dynamic energy. 

The present situation presents peculiar difficulties because it 
occurs in a period of transition. The field of choice is, in the 
main, limited to men who have achievements to their credit in 
industry or commerce under private enterprise, the civil service, 
trade unions and so forth. Sometimes such appointments are 
successful; but not always. It is quite possible for a man who has 
shown real distinction in ordinary business or manufacture, or 
in a Government department, to be of little value on the board 
of a public corporation. In course of time we shall probably 
evolve a new type of directing head whose outlook and methods 
will differ from any of those to which we are now accustomed 
either in public administration or private enterprise. 

Many of the new men who will direct the public corporations 
in the future will have been trained and grown up in nationalised 
industry itself. It will nevertheless be necessary to avoid in- 
breeding. The dull and backward management which has 
characterised our railways for so long is largely due to the 
personnel being highly inbred. This can be avoided partly by 
encouraging mobility between the corporations, so that the 
managing personnel is likely to have had experience of several 
nationalised industries. The present tendency appears to be 
rather in the opposite direction. One hears of gentlemen’s 
understandings between the corporations not to take each 
other’s men. Restrictive practices of this kind are against the 
public interest. They are quite common in private industry and 
commerce, where they are no less detrimental. 

But even if there are opportunities for gaining wide experience 
in nationalised industry, there will remain a need for having 
some members who have worked in different fields. Consultants 
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in scientific management, men who have organised great 
factories, civil engineers who have built great works at home or 
abroad, outstanding social scientists, economists or statisticians 
—these are among the men who might make their contribution. 

There is widespread agreement among observers of national- 
ised industry that the functional board, composed entirely of 
full-time members in charge of particular branches of the work, 
is less effective as a directing organ than the policy board, which 
contains both part-time and whole-time members, none of whom 
are responsible for specialised functions as executive heads. We 
must, of course, expect that some members of a policy board 
will be able to speak with knowledge and authority on certain 
aspects of the undertaking and not on others; but they must not 
be heads of departments or carry executive responsibilities. 

The experience of the National Coal Board in this matter is 
instructive. It was established in 1946 with all the nine members 
serving on a full-time basis. All but one of the members had 
special knowledge of a particular aspect of the industry, or one 
which was in future to be developed; and each of them took 
charge of an executive department, such as production, market- 
ing, finance, manpower and welfare, labour relations, and 
scientific research.* The same principle was applied to the 
divisional boards. 

In November, 1948, the National Coal Board published the 
main recommendations of a committee they had set up to review 
the Board’s organisation, together with a statement of the action 
they proposed to take on them.f This followed the resignation 
of Sir Charles Reid from the N.C.B. owing to disagreement on 
how the industry should be organised. The committee con- 
sisted of Sir Robert Burrows, a leading coal-owner who later 
became a member of the Board, Sir Charles Renold, of the 
British Institute of Management, and Sir Mark Hodgson. 

The Burrows Committee advised that the National Board 
should be enlarged by adding a second deputy chairman and 
up to three part-time members. This advice was adopted and is 
embodied in the Coal Industry Act, 1949. They also recom- 
mended that the divisional chairmen should become members 
of the National Board. Apart from the disadvantage of a board 
of nineteen members, the National Coal Board saw other 


* National Coal Board, Asnual Report for 1946, pat. 3. 
¢t Committee on Organisation, Statement by the National Coal Board, 19th November 
1948. 
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objections to this proposal. It would confuse the chain of 
responsibility, since the divisional boards are appointed by, 
and responsible to, the National Board. It would lead away from 
the aim of increasing the proportion of members “free from 
functional responsibilities and able to concentrate on wide issues 
of national concern” —a significant remark. It would intensify 
the difficulty of deciding between the rival claims of the several 
coalfields in regard to such matters as capital development, wage 
and price policy, etc. It would weaken the responsibility of the 
divisions and lead to greater centralisation, because the divis- 
ional chairmen would tend to become “Headquarters’ managing 
directors with responsibility for particular coalfields and would 
more and more discuss their local problems round the National 
Board table”. For these reasons the National Coal Board 
rejected the proposal. 

The principle is, however, introduced on a modified scale in 
the board of the British E lectricity Authority, whose members 
must include the chairmen of four of the fourteen area electricity 
boards. They are appointed for not more than three years and 
serve in rotation. This arrangement seems to be working well. 
“The statutory representation of Area Boards [by four of their 
chairmen] on the Central Authority” we are told by the Author- 
ity, “ensures that the experience and intimate knowledge of 
distribution problems which the Area Board Chairmen possess 
are brought to bear on the whole range of questions with which 
the Authority deal; and the four members naturally take their 
full share in the work of the Standing Committees and of the 
other duties which fall to members of the Authority”.* In France 
the representatives of the central body (Charbonnages de France) 
sit on the boards of the coalfield corporations ‘(Houilléres de 
bassin), but this would seem to be a much less desirable way of 
effecting close liaison between the central and regional organs. 

The Gas Council is a much weaker body—trightly so, since the 
functions requiring central decision or administration are much 
fewer and less important in the gas industry than in coal or 
electricity. All the members of the Council (other than the 
chairman and deputy chairman) consist of the chairmen of the 
area gas boards. 

It is improbable that the last word has been said on the proper 
relation between the National Coal Board and the divisional 
boards. It is unlikely, if the Act were being drafted anew, that 

* British Electricity Authority, First Report, August 1947-March 1949, par. 88. 
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so highly centralised a pattern of industrial power would be 
adopted. The National Coal Board has pursued a persistent 
policy of decentralisation of functions and authority to the 
divisions, and through them to the area managers and colleries. 
But Parliament and the Minister have made their task un- 
necessarily onerous by fastening an undivided responsibility on 
the N.C.B. for everything which happens throughout the 
industry. 

The third recommendation of the Burrows Committee was 
that Board members in charge of functional departments, while 
retaining responsibility for their departments, should leave 
executive action to their chief officials. The Board agreed with 
this advice and pointed out that only four of the nine members 
still had departmental responsibilities. In their Annual Report 
for 1948, the N.C.B. gave a reasoned explanation of their some- 
what ambivalent attitude on this matter. The need to associate 
those at national headquarters who have to carry out the 
Board’s decisions with the process of making them affects the 
top organisation. Under the earlier arrangements described 
above, the head of each operating department sat on the Board 
and helped to determine policy. This purely functional type of 
board was necessitated by the fact that until a staff had been 
assembled there was no one except the members who could get 
on with the job of organising the departments. 

Apart from this ground of expediency, reasons of principle 
were advanced in favour of a functional board. The experience 
of the Board of Admiralty, the Army Council, the Air Council, 
the Post Office Board, and Mr. Winston Churchill’s preference 
as wartime Premie. for dealing with chiefs of organisations 
rather than counsellors without executive responsibility, were 
all cited in support of the earlier pattern of the N.C.B. Never- 
theless, the disadvantage was admitted that the members might 
be so concentrated on their purely departmental duties that they 
would be unable to take a broad and comprehensive view of 
general policy concerning the whole industry. 

But the policy board, observed the N.C.B., also has its draw- 
backs. If its members consist only of non-specialist adminis- 
trators, there is a danger that technical advice may be rejected 
by men who do not understand its nature. If they do have 
specialised knowledge, they must either take “a day to day 
interest in the doings of specialist departments, in w hich case 
the Board would be ‘functional’ in fact if not in name, or there 
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would be nothing for them to do except get in each other’s 
way”. _ 

In the end, the Board decided to have the best of both worlds 
by introducing ‘ ‘a blend of departmental and non- departmental 
functions such as are found in latter-day Cabinets”.f Part-time 
members were appointed without departmental functions and 
only four members of the Board retain executive responsibilities. 

Some confusion seems to have occurred in the early days 
between the desirability of having on the Board men with 
specialised knowledge of the highly complex and technical coal 
industry, and the entirely separate issue of placing those men in 
charge of executive departments of the headquarters organisation. 

On the British Electricity Authority a distinction is drawn 
between “special responsibilities” falling on individual members 
of the board and the executive charge of departments, which is 
placed on the chief officers. Thus, one deputy chairman is in 
general charge of administrative functions, and the secretary, 
commercial manager, chief accountant and chief legal 
adviser report to him. The other deputy chairman is in general 
charge of technical operations and the chief engineer reports 
to him. Another full-time member is responsible for labour 
relations and welfare matters, but neither he nor the deputy 
chairmen are in executive charge of the relative departments. 
Arrangements of this kind would appear to be a satisfactory 
solution of the problem of utilising the special knowledge of 
board members without having a functional board in the ordin- 
ary sense of the term. Other satisfactory ways of tackling the 
problem no doubt also exist. The present approach of the N.C.B. 
should be watched with interest and without the prejudice and 
malevolence which has motivated much of the criticism directed 
at that body, both in Parliament and the press. 

On present experience, then, it would appear that a policy 
board is to be preferred to a functional board; but that members 
with expert knowledge of the industry may with adv antage be 
included in a policy board. The important fact to be borne in 
mind is that a governing board should not be a collection of 
men in charge of departments, but a closely-knit team bringing 
their general judgment to bear on all the large questions of 
policy. 

* National Coal Board’s 1948 Annual Report, H.M.S.O., par. 432, p. 116. 


t Ibid., par. 434. 
$ See, for example, the debate in the House of Commons on 29th November 1948 on 
the Coal Industry Bill. Par/. Debates, Vol. 458, No. 25, Cols. 1,647 e¢ seq. 
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Salaries 
; Deputy Members 
Board Chairman Chairman Full-time Part-time Expenses 





National Coal Board £8,500 £5,000 £5,000 — £10,000 
British Transport Commission {£8,500 — £5,000 (4) £1,000(1) £4,000 
London Transport 
Executive £5,000 _ £3,500 (4) £750 (3) 
Road Transport 
Executives* £5,000 £3,500 (4) £750 (3) 
Docks and Inland Water- 
ways Executive £5,000 _ £3,500 (3) £750 (2) 
Hotels Executive £5,000 os _- £500 (2) 
Railways Executive £7,000 — £5,000 (6) £750 (2) 
British Electricity Authority {£8,500 {5,000(2) £3,500(1) £1,000 (3) 
Area Electricity Boards £4,000 {£3,500 _- £750 
Gas Council £6,000 {5,000 —_ — 
Area Gas Boards £4,500 £3,500 £3,000 (1) £500 (1) 
Raw Cotton Commission £5,000and 9 =— £3,000(1) £500(7) 
£500 
allowance 


Overseas Food Corporation {5,000 £4,000 £4,000 £500 (2) 
(Gen. Man.) 


£3,000 (3) 


British Overseas Airways {£7,500 {£6,000 (2) a £1,500 (1) 
Corporation an and (special duties) 
£1,000 ex. {soo ex. £500 (4) 
Unpaid (2)f 
British European Airways £5,000 {1,500} £3,000 (1) £1,500 (3)f 
Corporation and and 
£750 ex. £400ex. {£1,200 (1) 
(as chief 
executive) 
Colonial Development 
Corporation £5,000 {£3,000 a £500 (7) 
Bank of England £2,000 oe -— £500 


Cable and Wireless £2,500 {£5,000 £2,000 (1) £750 (2) 
and (Man. Dir.) 
£350 ex. and 


£350 ex. 
B.B.C. £3,000 {1,000 £600 (5) 





A mixture of full-time and part-time members is desirable in 
order to avoid taking too much of an “inside” view of the 
corporation’s problems. The proportion between full and part- 
time members ought to be probably about equal, in order to 
secure a balance between the “inside” and “outside” points of 
view. There is a chaotic diversity in this matter at present and 
it seems to be devoid of principle. None of the governors of 

*There is a Road Haulage Executive and a Road Passenger Executive. 

+ One member who is unpaid acts as adviser on international affairs and presumably 
receives payment in that capacity. 


t The Deputy Chairman of B.E.A. and one part-time member have not drawn their 
salaries since March, 1948. 
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the B.B.C., nor even the chairman, are full-time. On the other 
hand, all the members of the Transport Commission except one 
are full time; and seven out of nine members of the Railway 
Executive are full-time. 

It would be wrong to assume that members with previous 
knowledge of a nationalised industry should serve full-time, 
while those with outside experience should necessarily be 
part-time appointments. This is the principle governing nearly 
all the appointments to the Transport Executives and the Com- 
mission. There is much to be said for adopting the reverse 
policy in some instances. 

The salaries paid to members of the boards vary according to 
the size and importance of the undertaking. The details are given 
in the table on page 145. 

A good deal of thought has evidently been given to the 
question of salary scales, both in regard to their absolute and 
relative amounts. They appear to be broadly reasonable, having 
regard to the enormous responsibilities falling on the men who 
are asked to direct these huge concerns and the experience and 
knowledge which they are required to possess. The salaries are 
well below what would be offered by commercial companies of 
similar magnitude. They are higher than the salaries of £4,500 
a year recommended by the Chorley Committee* for the heads 
of major Government departments and £3,250 for their deputies. 
But civil servants enjoy much greater security of tenure than 
members of public corporations; and their pension rights are 
exceedingly valuable. We may observe with satisfaction that 
since 1945 no attempt has been made to remunerate members of 
public corporations at the absurdly high rates which were some- 
times fixed before the war, when the chairman and deputy 
chairman of the London Passenger Transport Board received 
£12,500 and £10,000 a year respectively, and the chairman of 
the Central Electricity Board (who had a far less important post 
than the chairman of the British E lectricity Authority) £8,000 
a year—at a time when money was worth far more than it is 
to-day. Mr. Morrison has recently criticised the salary of £7,500 
paid to the present chairman of the Port of London Authority 
for part-time duties as excessive.t This salary is fixed by the 
Authority itself. 

The great danger which existed before the war from these 


* Committee on Higher Civil Service Remuneration, Cmd. 7,635/1949. 
¢ H. Morrison, How London is Governed (Revised Edition, 1949), p. 136. 
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excessive salaries was the discontent and jealousy which might 
arise in the highest ranks of the civil service at the vast disparity 
between its own standards of pay and those prevailing on the 
boards of public corporations. When the recommendations of 
the Chorley Committee have been carried out, this disparity will 
have been substantially reduced, and the remaining inequalities 
can be largely justified on the grounds I have mentioned. But 
this emphasises the need to apply the Chorley Report proposals, 
which have been accepted in principle, without further delay. 

The most serious ground for criticism, in my view, is the 
unduly low salaries paid to the governors of the B.B.C. W hy 
should the chairman of this great institution receive only half 
as much as the chairman of a smallish air line such as B.S.A.A. 
(now merged with B.O.A.C.)—a mere £3,000 a year, compared 
with the £5,000 paid to the chairman of the Docks and Inland 
Waterways Executive, which runs our miserable system of 
canals? Why, again, did the White Paper in which the Govern- 
ment stressed the great importance of the governors of the 
B.B.C., also announce a reduction in their salaries from £1,000 
to {600?* Such an equivocal attitude is incomprehensible. 

I turn now to the question of tenure of office. This is one of 
the most difficult issues regarding the boards of public corpora- 
tions, no matter from what standpoint it is considered. The 
boards are clearly intended to be non-political, in the sense that 
they do not form part of the government of the day, and the 
members do not resign when there is a change of government. 
The desire to separate the administration of nationalised in- 
dustries and services from the Executive was, indeed, one of the 
principal causes which produced the public corporation. 

The legislation is not uniform. The Bank of England Act, 
1946, fixes the term of office of the governor and deputy gover- 
nor at five years, and that of the directors at four years. All are 
eligible for reappointment. This is the only instance in which 
the term is laid down by statute. 

The members, chairmen and deputy chairmen of the air line 
corporations are to hold and vacate office in accordance with the 
terms of the instruments appointing them. The same applies to 
the members of the Transport Commission and the Executives 
appointed under the Transport Act, and members of the New 
Town Development Corporations. 

Several of the Acts leave the tenure of members to be 


* White Paper on Broadcasting Policy, Cmd. 6,852/1946, par. 23. 
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determined by ministerial regulations. This applies to the Cotton 
(Centralised Buying) Act, 1947, the Coal Industry Nationalisa- 
tion Act, 1946, the Electricity Act, 1947, the Overseas Resources 
Development Act, 1948, and the Gas Act, 1948. 

The regulations* in most instances (e.g. coal, electricity and 
gas) provide for the appointments to be “for such term not 
exceeding five years as may be determined by the Minister before 
appointment of such member, and upon such conditions as may 
be determined by the Minister, with the approval of the Treasury, 
either before the appointment of such member or, with his 
consent, at any time thereafter”. A maximum of seven years is 
permitted in the case of the chairman and deputy chairman of 
the Overseas Food Corporation. The members of the Raw 
Cotton Commission are to hold and vacate office in accordance 
with their instruments of appointment. 

The regulations which thus seem to give a substantial degree 
of security of tenure to the governing boards nevertheless confer 
on the appropriate Minister the power to dismiss any member 
who becomes in his opinion “unfit to continue in office or 
incapable of performing his duties”. The exact meaning of these 
words is open to doubt. They obviously cover not only physical 
or mental incapacity in the medical sense, but also moral dis- 
abilities of the more obvious kind such as a conviction for a 
disgraceful crime. One recalls also the circumstances leading to 
Mr. Gibson’s resignation from the chairmanship of one of the 
electricity boards and the court of the Bank of England after 
the report of the Lynskey Tribunal. The real question is whether 
the Minister can dismiss a board member at pleasure owing to 
disagreement with his policy, dislike of his personality or dis- 
belief in his ability. We know that Mr. Strachey dismissed two 
members of the Overseas Food Corporation because the ground- 
nuts scheme was turning out badly and proving much more 
costly than was shown by the estimates. One of these members 
(Mr. Wakefield) refused to resign on the ground that the board 
as a whole was responsible for all the decisions which had been 
taken. The other member, who was responsible for finance, was 
dismissed because sufficient headway had not been made to 
overcome the accounting difficulties. 

The incident is disquieting because it shows that members of 


* The Electricity (Central Authority and Area Boards) Regulations, 1947 (S.R.&O., 
1947, No. 1,750); The Gas (Area Boards and Gas Council) Regulations, 1948 (S.L., 1948, 
No. 2,233); The Raw Cotton Commission Regulations, 1947 (S.R.&O., 1947, No. 2,518). 
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this Corporation, engaged in a particularly difficult enterprise, 
the results of which are uncertain, are in a precarious position 
personally, and that the vicissitudes of political life may effect 
their status and tenure. In short, the incident has diminished the 
attractiveness of service on the board of the Overseas Food 
Corporation and has narrowed the circle of outstanding men 
who are likely to be willing to accept appointment. It has also 
shown that the regulations which seem to give a fixed tenure, 
subject to good health and conduct, do not really do so. 

My general conclusion on the whole subject is that it is of 
profound and fundamental importance that the prestige, status 
and dignity of these posts should be upheld and enhanced. Only 
by that means shall we secure at the summit of the public cor- 
porations the men of genius and energy whose guidance is 
essential for the success of these great industries and, therefore, 
of the economic future of Britain. The more political the posts 
become, both as regards qualifications of members and the 
grounds of their dismissal, the lower will be the public esteem 
attaching to the appointments. Ministers should reflect on the 
price they and their colleagues and successors—and indeed the 
nation—may have to pay for any arbitrary exercise of the power 
of dismissal which appears to deprive members of the reasonable 
degree of security they have a right to expect during the period 
for which they are appointed. 

“The public corporation,” wrote Mr. Herbert Morrison in 1933, 
“must be no mere capitalist business, the be all and end all 
of which is profits and dividends, even though it will, quite 
properly, be expected to pay its way. It must have a different 
atmosphere at its board table from that of a shareholders’ 
meeting; its Board and its officers must regard themselves as 
the high custodians of the public interest. In selecting the board, 
these considerations must be in the mind of the Minister.”’* 

These wise words should, indeed, be in the minds not only of 
Ministers, but of us all, whether we are employees of a national- 
ised industry, consumers of its services, or merely owners of the 
business as citizens and taxpayers. We can and must create the 
kind of public corporation we need for the job. Intelligent 
public interest should focus on the board as at once the most 
sensitive point for good and evil in the whole organisation. 

* Socialisation and Transport, pp. 156-7. 





MINISTERIAL CONTROL AND 
PARLIAMENTARY RESPONSIBILITY 
OF NATIONALISED INDUSTRIES 


By Ernest DAVIEs, M.P. 


Pustic accountability of the public corporations, canalised 
through Ministers to Parliament, is the main way in which full 
control is retained over the nationalised industries. Whereas 
parliamentary control is more theoretical than actual, ministerial 
control is in practice more real than is publicly admitted. There 
is no question but that ministerial influence over the public 
corporations is considerable, but it is exercised largely behind 
closed doors. The national interest is thereby safeguarded in 
practice, but the ministerial responsibility which this entails, is 
not always answered for. In other words, Ministers, in preference 
to making use of the statutory = ers conferred upon them, 
take advantage of the existence of these powers to influence the 
public boards. Parliamentary control is confined to Parliamentary 
questions on policy and matters of “public importance”, and to 
occasional debate. Here again it is largely the existence of 
ultimate Parliamentary rights of criticism and debate that may 
influence the boards rather than their actual use. 

The kernel of the problem is provision for safeguarding the 
national interest without encroaching upon the administrative 
independence of the boards and usurping their managerial 
responsibility. Such control is essential, but its excessive use 
would diminish the autonomy of public corporations, which 
would undermine the very principle on which they are founded. 
Independence from ‘Treasury control—that is, financial 
autonomy and freedom from departmental interference—is 
considered to be necessary to enable adequate flexibility in 
operation, which is itself essential if initiative and enterprise are 
to be given full rein. This minimum measure of control, con- 
sistent with preservation of the national interest, is achieved by 
delegating executive and functional responsibility at the same 
time as retaining a reserve power for ministerial direction on 
matters affecting the national interest. Corporate independence 
and responsibility must be maintained at the same time as 
ministerial guidance is provided. To balance the two is no easy 
task and the extent to which the right system of checks and 
balances has been as yet built up is a matter for debate. 
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As far as provision for responsibility is concerned, the estab- 
lishing acts are more or less uniform. They provide in varying 
degree for information to be provided, for consultations to take 
place, approval to be given, directions to be issued and control 
to be exercised. 

Information is provided by the requirement that annual 
reports shall be made to the Minister and laid before Parliament. 
The Minister also has the right of obtaining any information he 
may require at any time from the boards. In practice, the 
nationalised industries have published, both in their annual 
reports and periodic statistical publications, a tremendous 
amount of detail. The only criticism would be that the essential 
information is not segregated from the detail and made available 
in popular form. Few can afford either the time to digest the 
mass of detail or the means to purchase the highly priced reports. 
The only public corporation which fails to provide the detail 
to which the community, as owner, is entitled is the British 
Broadcasting Corporation. For this they have been censured in 
Parliament, but this public criticism has had no effect. 

Consultation between Minister and board is fully provided 
for prior to ministerial action. This ensures that the boards are 
informed of what is expected of them and eliminates the necessity 
for ministerial direction. In practice, consultation has been the 
chief way in which Ministers have exercised their influence over 
the boards; but how it is exercised is shrouded in mystery. There 
is little doubt that the Minister of Fuel and Power, for instance, 
is in close and frequent consultation with the industries for 
which he is responsible, coal, electricity and gas. Such 
consultation is behind closed doors and the results may be seen 
in the functionings of the corporation, but no more is known 
about it. The great disadvantage of such private consultation is 
that it releases the Minister from the responsibility of answering 
to Parliament for his actions. If Parliament is unaware of the 
nature and results of ministerial influence, it cannot question 
ministerial action. Ministers can only be held to account for 
matters for which they have responsibility. By refraining from 
exercising their directional powers over the board and preferring 
to influence them through consultation, they escape respon- 
sibility. Ministers can then come to Parliament and decline to 
reply to questions on the grounds that their responsibility is 
non-existent. When they come before Parliament, Ministers 
draw a curtain over the board’s activities and stand before it with 
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sealed lips. They may thereby fulfil the letter of the statutes, but 
not their spirit. 

There is little question but that Parliament intended that 
Ministers should be answerable to Parliament in a general way 
for the activities of the public corporation, and not that they 
should admit such responsibility only when they have given 
specific directions to the boards. The directional power is pro- 
vided in a section uniform in all the nationalising statutes. The 
Coal Act, 1946, enacts that “the Minister may, after consultation 
with the Board, give to the Board directions of a general char- 
acter as to the exercise and performance by the Board of their 
functions in relation to matters appearing to the Minister to 
affect the national interest, and the Board shall give affect to any 
such directions”. Such directions have to be published in the 
annual reports. It is this reserve directional power which has in 
practice compelled the boards to accept ministerial guidance. 
This Damocles sword swings above the board table and need 
not fall to be effective. Further, rightly or wrongly, the giving 
of directions has been regarded as a reflection on a board’s 
competence. Not only have Ministers been reluctant to give 
them, but boards have complied with ministerial wishes even 
against their own judgment rather than be directed. This is 
known to have been the case with the Electricity Authority, 
when the Minister favoured implementation of the Clow Report, 
which recommended differential tariffs for winter and summer to 
reduce winter consumption. No doubt there are many similar 
instances which are not publicly known. It is this avoidance of 
use of the directional power that enables Ministers to escape 
Parliamentary responsibility. It is not suggested that their failure 
to use it is deliberately designed to that end. It is, as it were, an 
accidental development neither foreseen nor intended by 
Parliament. Nonetheless, the result is regrettable, and can now 
be overcome either by reversing the tendency to consider 
directions as condemnatory or by accepting a greater degree of 
responsibility to Parliament. 

In the section conferring the right to give directions, quoted 
above, the key phrase is “in relation to matters appearing to the 
Minister to affect the national interest”. A wide interpretation 
of this phrase would enable Ministers to exercise considerable 
control over the corporation. It would be possible to contend 
that the national interest requires the most efficient and economic 
operation of the nationalised industries and that as every one of 
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its actions is related thereto, the Minister could interfere in every 
matter. This was never intended and the phrase always used in 
discussing this question in and outside Parliament has been 
that Ministers would not interfere in day-to-day affairs, but 
only in matters of general policy. Different Ministers have 
interpreted their powers differently. The Minister of Civil 
Aviation in recent months has acted far more as though he 
were a member of the civil aviation boards than as a Minister. 
This may be justified, since civil aviation receives large subsidies 
and the deficit of the Corporations exceeded the amount permitted 
by the Statutes. The Minister of Fuel and Power has clearly been 
the power behind the scene in the case of the National Coal 
Board, but probably less so in the case of electricity and gas. 
The Minister of Transport, on the other hand, does not appear 
to have played a large part in the affairs of the British Transport 
Commission. By and large, Ministers have tended to exercise 
remote control only, and have done so with the declared object 
of avoiding encroachment upon a board’s independence or the 
usurpation of its responsibility. 
Possibly Ministers have here gone to the extreme limit, and 
a more generous interpretation of the section might be more in 
conformity with Parliamentary intention and public interest. 
The national interest might be interpretated as covering every- 
thing which affects a substantial section of the community, or 
the economic life of the country, or evokes a large measure of 
national concern. If this interpretation were placed upon the 
phrase “national interest”, instances could be given when minis- 
terial interference might have been desirable. In the case of the 
ground-nuts scheme, for instance, it seems reasonable to suggest 
that ministerial action should have been taken earlier to controb 
expenditure and correct initial mistakes, no matter whose 
responsibility they were. To resort to the dismissal of two 
members of the Board at so late a stage in the scheme’s develop- 
ment was as much an admission of ministerial failure as failure 
of the Board itself. Similarly, the British Transport Commission 
has been exceedingly slow in formulating passenger area schemes, 
as provided for in the Act, and a case could be made out for the 
Minister to direct the Board to implement these sections of the 
Act with greater speed. The B.B.C. has failed to carry out 
Section 8 of its Charter, which requires recognition of associa- 
tions representing its staff, and in this particular has behaved as 
few large public companies would dare to behave to-day. There 
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could be no clearer need for ministerial direction than here. 

The correct balance between ministerial interference and 
corporate independence has not yet been achieved. In practice, 
the result may as yet be little affected, but public accountability 
has been diminished, and to restore it to the degree intended by 
Parliament some adjustments appear desirable. It is partly a 
question of the way in which a Minister interprets his functions 
in relation to the board. As long as he exercises remote control 
only, there may be private accountability, but not public account- 
ability. Such a private relationship may lead him to act as defend- 
ant for the board, and he then becomes judge in his own cause. 
The Minister’s general function is to protect the public interest, 
and that may require giving guidance to the board so that it 
serves the public interest; it may involve directives, but it does 
not mean that the Minister should take up the attitude “L’état 
c’est mot”. He should not assume that admission of fault on the 
board’s part is a reflection on himself. Since the boards are 
independent and responsible, they themselves must accept 
responsibility, and the Minister is put in a false position if he 
automatically defends the boards whenever attacked. Party 
politics are largely to blame for this attitude. Nationalisation has 
been made a party issue, and any failure of a board is produced 
in evidence against it. The Minister is driven to defend the board 
to justify nationalisation. This has contributed to the failure to 
establish the correct relationship between corporation, Minister 
and Parliament. The accepted parliamentary convention is that 
accountability is commensurate with responsibility. Ministers 
can only be questioned where responsibility is accepted. Clerks 
at the Table refuse questions if the Minister denies responsibility, 
and this is why Ministerial interpretation of their responsibility 
in connection with the public corporations governs their 
answerability. If they take responsibility in private, they can 
deny it in public; they may refuse to answer at the despatch box 
for the influence they exercise over the dinner table. It is here 
that controversy has arisen over the nature of parliamentary 
questions to Ministers on public corporations whose boards 
they appoint. 

Before the war little difficulty arose with the public corpora- 
tions then established. When Ministers were challenged, the 
Speaker ruled that the Minister was the judge of whether he was 
responsible or not. There was no direct responsibility for the 
London Passenger Transport Board, as its appointment was 
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removed from the Minister; there was little questioning about 
the Central Electricity Board, as it had retained its independence 
by declining to avail itself of a Treasury guarantee for its loans, 
questions about the B.B.C. were confined to matters of general 
policy. Wartime experience does not affect the principle, as 
direct replaced indirect responsibility. The post-war situation 
differs in as much as the state has final financial responsibility for 
nationalised undertakings, their capital being guaranteed by the 
Treasury. Public corporations are indirectly public investments 
and Parliament is finally responsible for public money. To argue 
that as long as the boards are not in default the Minister is not 
responsible is unconvincing, because it is in the national interest 
to ensure that default does not arise. It would appear that if a 
Member of Parliament thought the board was pursuing a policy 
that would prevent compliance with the statutory requirement 
that the public corporation should operate on a financially 
successful basis over a period of years, he could raise the matter 
in Parliament. 

This general interpretation has not, however, been accepted 
by the responsible Ministers. When asked to define on what 
principles replies will be given by Ministers to parliamentary 
enquiries on socialised industries, the Lord President of the 
Council stated that a Minister was not responsible for the day- 
to-day administration of such an industry, but was “responsible 
to Parliament for action that he may take in relation to a board, 
or action coming within his statutory powers which he has not 
taken’’. This is a strict adherence to the procedure that without 
direct responsibility there is no answerability. If Ministers 
exercise their power of giving directions to the board they can 
be questioned; they might also be questioned on occasion as to 
whether they had or would give directions. To this extent 
Members have found ways round the obstacle of non-respon- 
sibility. Often, however, the rule against non-repetition enters in, 
and questions which ask Ministers to make statements on the 
same matters are from time to time ruled out. Even so, if 
Members succeed in getting their questions on the Order Paper, 
it does not necessarily mean they will receive an answer. The 
Speaker has frequently ruled that he can allow a question, but 
cannot compel an answer. 

In view of the continued dissatisfaction, a debate took place 
in the House of Commons on 3rd March 1948. The Opposition 
proposed that the Minister should answer with regard to his 
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statutory duties; that Members had the undoubted right to put 
down questions on grievances and when seeking information; 
and that Ministers had the right to decline to give answers 
provided they had the support of the House in so doing. The 
onus was on them to justify their refusal to reply. Mr. Herbert 
Morrison, however, refused to go further than his previous 
statement, and the position remained unchanged until the 
Speaker gave a new ruling on 3rd June 1948. This arose out of 
continued challenging of Ministers’ refusal to answer questions on 
matters which appeared to the House to be of national concern. 
The Speaker’s ruling extended somewhat the scope of parlia- 
mentary questions on public corporations. He admitted that the 
rule requiring Ministerial responsibility had excluded some 
questions, but, since the Ministers’ responsibility was wide, not 
a great number. He contended that it was the rule against 
repetition of questions already asked or to which an answer had 
been refused that had been mainly responsible for the exclusion 
of questions. He suggested that the strict application of the 
non-repetition rule should be abandoned and that he should be 
permitted to exercise his discretion to accept questions asking 
for statements to be made on matters about which information 
had been previously refused, provided such matters were of 
sufficient public importance. This proposal was accepted and the 
basis on which questions can now be put is in accordance with 
this ruling—namely, on matters where there is some ministerial 
responsibility and where they are of sufficient public importance. 

It is interesting to note that in his statement the Speaker 
stated: ““The Government, in their desire not to interfere in the 
day-to-day activities of the boards of nationalised industries, 
have by what might be termed a ‘self-denying ordinance’ 
refused to answer many questions on subjects, which, by a 
strict interpretation of the Statutes, might be held to fall within 
their responsibility. They are fully entitled to do so; that is a 
matter for their discretion.” This confirms the view "expressed 
above that a more generous interpretation by Ministers of their 
responsibility would enable a larger measure of public account- 
ability to Parliament. 

Apart from parliamentary questions, parliamentary control 
can be exercised through debate. Debates can take place under 
at least five different procedures. In certain cases the Statutes 
require that regulations made by the Minister in accordance 
with their provisions shall be subject to an affirmative or a 
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negative resolution. Such debates on specific matters must be 
confined to the contents of the regulations, and normally the 
Whips would be on. The Opposition can select a public corpora- 
tion for debate on a Supply Day; individual Members can discuss 
the corporations on the adjournment; Government time can be 
found for discussion of the annual report of the corporation; 
and, finally, if a corporation introduces a Private Bill it can be 
debated on Second Reading. None of these procedures has 
proved entirely satisfactory. The Opposition has contended that 
it is unfair to expect them to surrender Supply Days for this 
purpose, while debates on individual Members’ adjournments 
are normally brief. Debates on annual reports should in theory 
be the most satisfactory, and two such debates on the National 
Coal Board and the British Transport Commission took place 
in the last Parliament. On each occasion, however, the respective 
Minister has tended to act as counsel for the board. Despite 
the fact that the report and accounts were in each case nearly 
twelve months out of date, in the course of these debates there 
was a general review of the industries concerned. The main 
difficulty is the limitation of available parliamentary time, and for 
each nationalised industry to be fully debated annually, sufficient 
might not be available. 

Restrictions on parliamentary questions and the limitation of 
parliamentary time have led Members to explore the possibility 
of some further measure of Parliamentary control. The pos- 
sibility of applying the Public Accounts Committee and the 
Select Committee on Estimates technique to public corporations 
has been suggested. The former can examine accounts after 
expenditure has been incurred where public moneys are involved. 
Apart from civil aviation, which is subsidised, and the B.B.C., 
which receives a grant-in- ‘aid for its foreign services, the public 
corporations do not come within the purview of this committee 
In any case, such examination is mainly a post mortem. The same 
principle applies to the Estimates Committee, since no estimates 
are submitted for the public corporations, again excepting civil 
aviation and broadcasting, whose subsidies come within the 
votes of the respective departments. Because these existing 
committees are unavailable to examine public corporations, it 
has been suggested that a Select Committee on public corpora- 
tions of both Houses of Parliament should be established. It is 
difficult to believe that this would be effective or desirable. 
Members of Parliament, in examining officials appearing as 
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witnesses before Select Committees, are at a disadvantage. They 
have not the expert knowledge to elicit from these officials 
information which they do not wish to disclose. The permanent 
official is an expert at stone-walling. On the other hand, the 
Public Accounts Committee, unlike the Estimates Committee, 
has at its command expert assistance provided by the Com 
troller and Auditor-General and the Exchequer and Audit 
Department. It could be argued that if such expert assistance 
were also available a committee examining the public 
corporations, any shortcomings could be remedied. This was 
considered by the Public Accounts Committee, but it was in- 
formed that such a suggestion was unlikely to receive favourable 
consideration by the Government. Apart from this, it is probable 
that any such body would have that paralysing effect on 
the public corporations which their very structure is devised 
to obviate. Once it is conceded that a superior body has a con- 
tinual watching brief over its operation, the board may be 
fearful of enterprising action. The results obtained from such 
investigations might on occasion be beneficial but might well 
be outbalanced by the Committee’s frustrating influence. 

It has been suggested, further, that the nationalised industries 
might be subjected to an efficiency audit conducted by an 
organisation created for the purpose and completely independent 
of the boards concerned. The objection to this would be similar. 
Efficiency audits arranged by the boards themselves are highly 
desirable and are, in fact, held; but to give authority for these 
to be held by a Government department would again exercise a 
restraining influence on the board’s activities. 

Admittedly, the difficult problem of ministerial responsibility 
and parliamentary control in relation to public corporations has 
not been solved. It would be premature, however, to jump 
to the conclusion that some new constitutional form to replace 
or supplement ministerial responsibility and parliamentary 
control should be established. Within the Statutes there is scope 
for considerable extension of ministerial responsibility, and 
parliamentary procedure provides for an extension of public 
accountability. Before any new method of attempting further to 
circumscribe the corporations with watch-dogs of the com- 
munity it would be better to make greater use of existing pro- 
cedure. This requires a wider interpretation by Ministers of their 
responsibilities towards the corporations, a greater readiness to 
give information in Parliament, and an abandonment by Ministers 
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of their role as counsel for the defence of the nationalised 
undertakings whose boards they appa. For its part, the 
Government must be readier to find parliamentary time for 


debate on the public corporations. It would probably be asking 
too much to suggest that Government and Opposition parties 
should consider their duty to the community to consist of an 
objective examination of nationalised undertakings and to 
remove them from the field of political controversy. Be this as 
it may, therein lies the ultimate solution of this difficult problem. 


Note 


The article by Mr. Ernest Davies, M.P., was written before 
he became a member of the Government. 


Editor, Political Quarterly. 





LABOUR AND STAFF PROBLEMS 


UNDER NATIONALISATION 
By G. D. H. Core 


THE coal industry alone, among the industries which have 
come under public ownership since 1945, affords as yet any 
considerable experience of attempts to solve the new problems 
of labour relations and staff organisation. Every nationalised 
industry is required by Act of Parliament to devise a system of 
joint consultation as well as to operate a satisfactory procedure 
of collective bargaining; and there are also in each case statutory 
responsibilities for training and technical education. But, except 
in the coal industry, the new procedures have hardly advanced 
far enough for much to be said about their actual working. In 
nearly every case there existed before nationalisation a reason- 
ably comprehensive system of collective bargaining, resting on 
long-established foundations; and in the first instance this was 
simply taken over, measures being set on foot to introduce 
methods of joint consultation where they did not already exist, 
as they had done for a long time on the railways. Frankly, I have 
not the knowledge to write about the most recent developments: 
not do I think a point has been reached at which much could be 
written, even by someone with much fuller knowledge than I 
possess. 

Accordingly, though I shall give this article as general a form 
as I can, a large part of it will be mainly about the coal-mines, 
because there the problems and the attempts at dealing with them 
‘are much more clearly defined than elsewhere—except perhaps 
in the civil aviation service. The question of the composition of 
the various national boards and commissions which have been 
made responsible for the administration of the nationalised 
industries will, I presume, have been discussed in an earlier 
article; but I cannot altogether leave it out, because it is closely 
related to the big issue of the relations between the boards and 
the trade unions. Some unions—notably the N.U.R.—have 
taken the view that direct trade union representatives should 
have been given seats on the boards—and not merely trade 
unionists appointed by the Minister and obliged to resign on 
appointment from their trade union responsibilities. As 
against this view, the N.U.M. has preferred to keep its independ- 
ence of the National Coal Board, and to remain an external 
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collaborator with it in improving the efficiency of the industry; 
and the preponderant view among the trade unions directly 
pean! appears to be that the Government had better be left 
to appoint the boards, without any direct representation of the 
workers—or of any other “interest” —but that, both on the 
boards themselves and among those appointed to regional 
boards and to other official positions, there ought to have been 
more appointments of men with trade union backgrounds than 
have actually been made, at any rate to the key posts. There is 
also in some quarters a feeling that, even if it is not really work- 
able for a man to be appointed as a full-time board member and 
still to remain responsible to his trade union, or subject to 
recall by it, the same objection need not apply to part-time 
membership—or at all events that it ought to be possible for 
trade unionists to be chosen as part-time members of public 
boards, for: their own as well as for other industries, without 
being required to renounce their trade union connections. This 
may mean either that such part-time nominations could be made 
by the trade unions, so as to introduce an element of direct 
representation, or that Ministers should be urged to appoint 
active trade unionists as part-time members, but not as strict 
representatives, and to allow men thus appointed to retain their 
trade union official connections. It is often left unclear which 
of these things is being suggested: indeed, the whole trade 
union attitude to the composition of boards and to the filling 
of leading posts under them is still by no means defined. Few 
unions are as definite as the Union of Post Office Workers, 
which demands not merely some trade union representation, 
but management of the Post Office by a body on which the 
employees would have at least half the seats. In most cases, no 
more is clear than that the trade unions, or at any rate the more 
vocal elements in them, think that too many “‘anti-socialists” 
and too few men of working-class background and experience 
are to be found in high positions both at the national and at the 
regional and local levels. It is, of course, admitted that there was 
no alternative to filling most managerial posts, including the 
higher administrative and technical posts, with men already in 
the industries concerned, whose previous loyalty had been to 
capitalist enterprise. But even so it is not easy for trade unionists 
to think of the manager who has always in the past represented 
to them the capitalist employer as belonging to a managerial 
grade distinct from the capitalist class, or to avoid feeling when 
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they meet the old faces in new capacities that the nationalised 
industries have been packed with “capitalist-minded” persons, 
among whom the relatively few ex-trade union leaders hold 
an even smaller proportion of the more influential offices. 

I do not want, however, to use much of my scanty space in 
discussing this particular question, important though it is. I can, 
I think, make a more useful contribution by going over less- 
trodden ground. The effects of nationalisation on labour and 
staff relations were bound to be very different according to 
differences in the previous structure of the industries which 
have been brought under unified national control. For example, 
on the railways it made no very great immediate difference either 
to the main body of workers or to most of the holders of 
managerial and technical posts when the four main-line com- 
panies, which had already been working very closely together, 
were amalgamated under a common control. There were a 
number of shifts which broke up old company units by trans- 
ferring particular lines or areas to a region that did not include 
the people with whom the employers and managers affected had 
been accustomed to work. But in the main the Railways Execu- 
tive took over a structure that could be adapted to the new 
requirements without really drastic change; and where in- 
dividuals found themselves attached to new groups, their status 
in these groups was not very different from what they had been 
used to. Moreover, the old system of joint consultation could 
also be taken over without much change. Very likely this is why 
railwaymen in general seem to be a good deal more dissatisfied 
than miners with the effects of nationalisation. The plain fact is 
that, on the railways, nothing very remarkable has occurred to 
affect the working lives of either ordinary wage-earners or 
salaried officers of any grade. There has been a good deal of 
shaking-up here and there; but it has deeply affected only a few. 
As against this, in the coal-mines. there cannot be any doubt 
that very great changes have taken place, and are taking place 
still so as to affect the lives and outlooks of a large proportion 
of workers and managers alike. 

Colliery managers, unlike their equivalents on the railways, 
were quite unused, when public ownership came in, either to 
working within a centralised system involving remote control, 
or to dealing with trade unionism except as an external, usually 
hostile, force. Managers whose pits formed part of larger 
combines were, of course, used to working under agents 
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responsible to the boards of directors for a number of pits; but 
even they had no experience, save in very exceptional cases, of 
control (except in wartime) from outside a particular coalfield, 
or even of control exercised over a coalfield as a whole. They 
were accustomed, subject to general directions from their 
“bosses”, to being left to run their pits pretty well as they chose 
in the knowledge that they had to bother about the men’s 
humours a good deal when employment was plentiful, but very 
much less when times were bad. Most of them were strong 
individualists, who made their highly personal accommodations 
with their subordinates and with the miners without any system 
or orderly procedures. They carried a great deal in their heads 
and were seldom under any necessity to report their doings on 
se There was a tradition of rough language and behaviour 

etween them and the miners, sometimes covering over quite 
good real human relations, but more often expressing a real 
mutual mistrust which rested on the bad relations pervading the 
industry as a whole. For these men, a tremendous jolt came with 
the need to report to district and sometimes invisible “bosses”, 
to accept new-fangled ideas about “personnel management” 
and welfare from N.C.B. officials ensconced in regional offices, 
to have to consider personnel management in their own collieries 
as a special aspect of management requiring special knowledge, 
and to be obliged to sit down as equals with the trade union 
members of joint consultative committees and, under pressure 
from these members, to make considerable readjustments in 
their relations with subordinate managers and _ technicians 
because the old rough-and-ready ways would no longer serve. 
It is small wonder if many mine-managers complained bitterly 
that between showers of orders from new officials, many of 
whom they regarded as useless meddlers or worse, and the new 
“uppishness” of the miners under conditions of full employment 
and guaranteed collective bargaining and consultative rights, 
their authority was being swept away, and the industry would 
be bound to go to the devil faster than ever. 

But in fact the industry did not go to the devil. After some 
difficult growing pains, it began quite clearly to improve, not 
only in technical efficiency, but also in its human aspect. There 
were some managers (and some miners) who simply could not 
adjust themselves to the notion of the industry holding together 
as a team, and continued to think in their respective terms of the 
need to teach the men (and the Board if they could) a lesson or 
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to carry on the class war according to the old recipes. But most 
managers (and most men) have now come round, more or less, 
to the idea that the new system is workable, and even that it is 
up to them to help make it work. This does not mean that, in 
most pits, either party is yet very good at the new job. The 
miners in many cases do not quite know what to do with joint 
consultation now they have got it, and know still less how to 
solve the problem of adjusting the respective functions and 
responsibilities of the pit or colliery consultative committee 
and the miners’ lodge—especially where the areas of the two 
fail to coincide. The managers, on their side, have to steer be- 
tween damping down joint consultation because they are still 
afraid of it and trying to put it to uses which are bound to arouse 
the easily wakened suspicions of many miners that consultation 
is only the latest employer’s dodge, very likely intended to under- 
mine their loyalty to their trade union. It was because this latter 
suspicion was so widespread that the N.C.B. had to agree to the 
colliery committee representatives being chosen by the miners’ 
lodges, instead of being elected in the collieries by the various 
groups concerned. In many respects this was a pity; but I think 
in the circumstances it was unavoidable because without it the 
miners’ suspicions could not have been removed. 

I am not suggesting that all is now well—only that most things 
are quite noticeably better than they were even a year ago. They 
are not yet well, because both “sides” —if that is still a correct 
expression—have still a great deal to learn about the ways of 
behaviour appropriate to the new situation. Some, but not 
nearly all, of this knowledge can be picked up gradually by trial 
and error; but that will at best take a very long time. There is 
need for special training of many kinds, both for managerial and 
supervisory workers and for officers and members of consultative 
committees and similar bodies, and there is also need for much 
exchanging of experiences both between managers and under- 
managers and supervisors and miners from different pits and 
areas, and in common discussion between men chosen from these 
various grades and groups. Some work of this sort is being done 
already: there have been various training courses at Manchester, 
Leeds and other centres, including at least one for secretaries of 
joint consultative committees. There have been N.C.B. as well 
as N.U.M. summer schools, and at least one special summer 
course for managers, directed mainly to discussion of the new 
administrative and labour relations which public ownership has 
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introduced. The N.C.B. seems to be taking its responsibilities 
in these fields seriously; but the work is still patchy and on 
nothing approaching the requisite scale. 

Quite apart from all these questions of joint consultation and 
changing managerial attitudes and responsibilities stands the 
general problem of wages. All the industries and services taken 
over since 1945 were already accustomed to collective bargaining 
on a national scale, and, broadly speaking, took over the previous 
negotiating machinery with the substitution of board repre- 
sentatives, national, regional and local, for the old employers’ 
side. They all inherited, in addition, the wartime practice of 
compulsory reference to arbitration of matters they were not 
able to settle by direct negotiation. Even, however, if the 
structure of bargaining remained the same, the underlying 
realities changed, because no national board could have the 
same absolute discretion in wage-bargaining as an association 
of private employers. Behind the Board, on any major wage 
issue, was bound to lurk, not only the responsible Minister, but 
the Cabinet as a whole and, in particular, the Chancellor of the 
Exchequer, who could not fail to be interested in wage-decisions 
that might run counter to the Government’s general wage policy 
and might shave a large effect on wage-negotiations in other 
industries and on the temper of trade unionists generally. 
Accordingly, although nominally any nationalised industry is 
supposed in the end to balance its accounts and not to draw a 
subsidy from the Exchequer, in practice no board can have quite 
a free hand in making wage-offers or can wholly escape Govern- 
ment influence even if it receives no direct Government orders 
about the attitude it is to take up. However much the Govern- 
ment may protest that it is not enforcing any “national wage 
policy”, there must in practice be some approach to such a policy 
in the case of the nationalised industries. 

Moreover,- whereas in privately-owned industries there are 
usually, even under national bargaining, substantial wage 
differences from firm to firm, especially in grading of workers 
and in piecework or other incentives, and these serve to some 
extent, through labour mobility, to adjust wage-relativities 
within the industry, there is in a nationalised industry for most 
grades of workers some sort of unified system of grading and 
remuneration and no alternative employer to whom a dissatisfied 
worker can transfer his services. This means that wage-bargain- 
ing has to be more detailed and specific, in an attempt to do 
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justice, because the wage-structure is less elastic. The nationalised 
industries are only beginning to face these problems, and at 
present they have got some of their wage-relativities rather badly 
wrong—for example, in the coal-mines, as between piece- 
workers and day-wage men, and in more than one industry 
between the lower supervisory and managerial grades and, on 
the one hand, the higher management and, on the other, the 
main body of wage-workers. 

Staff salaries offer a number of peculiar problems, because in 
this field some sort of adjustment has to be worked out between 
several quite incompatible traditions. The Civil Service pays its 
“top” men much less than big private business, but pays some 
of its middle and lower administrative grades better than most 
private firms. A salary that means a sharp rise in income to a 
former trade union official may be quite inadequate to attract 
a man of equal status who has been used to business rates; but 
it will not do to pay the trade unionist less for fear of giving 
him a lower status. Then there are problems in each industry 
of varying ages for retirement, varying pension plans, regular 
incremental scales as against advances given only by “merit”, 
and a host of other problems of assimilation to a common rule. 

Nor are the problems of recruitment and promotion less 
difficult. Are the “supervised”, as in the Post Office, to be 
allowed some say in the choice of supervisors? What special 
training courses are to be provided or made compulsory for 
those seeking promotion? Is the purpose of the national boards 
to be that of preparing for a steady increase in promotions from 
below, on grounds of democratic principle; or are the higher 
posts still to be filled largely by men with a higher educational 
background who enter the industry at a later age and with a 
superior status? Or can the case be met by greatly increasing the 
opportunities for those who have gone to work young to resume 
higher education later, and thus acquire the techniques and 
attitudes requisite for the higher posts? All these questions have 
hardly yet begun to be answered: yet they must be answered soon 
if universities, technical colleges, technical schools and evening 
classes, and the new county colleges, are to know what is expected 
of them or to adjust their educational provisions to the new needs. 

This is, moreover, a matter which deeply affects the trade 
unions. Hitherto, the typical trade unionist attitude, at any 
rate among most groups of manual workers, has been that a 
workman promoted to a managerial, or even to a supervisory 
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grade is to be written off as lost to his comrades; and this attitude 
has been steadily reinforced by the compulsion often exercised 
on the promoted, not only to leave their trade unions, but also 
to renounce political activity in the Labour Party. In some cases, 
the rise of strong “blackcoat” unions, affiliated to the Trades 
Union Congress, has helped to break down these feelings; but 
in many industries they remain strong, and they have been 
perhaps strongest of all in coal-mining. But now, what is to 
happen? Trade unionists cannot at one and the same time claim 
that more and more of the higher posts shall be filled by 
“workers”, and continue to treat as lost souls the persons who 
achieve promotion. Yet the old mental attitudes, which have so 
much experience behind them, cannot be at all easily overcome. 
Only time will do it; and even time will not unless the Boards 
and the trade union leaders put their heads together to find 
the right systems of promotion and to get them widely under- 
stood. 

In my view, another unsolved problem is that of the relations 
between the technical and human sides of management. It is 
fashionable nowadays to suggest that this problem can be solved 
by setting up properly staffed and equipped personnel depart- 
ments and by giving the personnel officers at their head a 
sufficient status to allow them to stand up on equal terms to 
departmental managers and other first-grade assistants to the 
manager of a whole establishment. 

I am, however, rather afraid that the adoption of this solution 
may in some cases result in the Manager himself becoming more 
exclusively a technician and regarding his responsibility for good 
human relations as passed on to a subordinate, who can then be 
left to fight things out with the rest of the managerial staff. 
Surely, in any well-regulated concern, the general manager must 
be a good “human relations” man as well as a good technician, 
and can by no means afford to delegate the human function to 
any subordinate, in such a way as to evade his own responsibility? 
I am not arguing against personnel departments and personnel 
officers: far from it. I strongly believe in their necessity in big 
concerns, and above all in such complex structures as national- 
ised industries are bound to require. But I am against using the 
creation of a personnel organisation as an argument for con- 
ceutrating on technical as against human considerations in the 
choice of managers; and I do believe that any manager who 
delegates more than the day-to-day control of the human side 
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to anybody else will fail to do his job properly under the new 
conditions. 

I have been writing so far as if these new conditions have 
come to stay; and indeed I think they have. But is that certain? 
The change that has come about in the status of labour and in the 
behaviour of management in the coal-mines—and that is coming 
about: in other industries—is to a very considerable extent a 
consequence, not of nationalisation as such, but of full employ- 
ment and of nationalisation under a Labour Government. Were 
unemployment to be allowed back under a different sort of 
Government, how much of the new spirit of labour relations 
would survive? This new spirit is not deeply rooted: it has still 
only a precarious hold on the minds of most workers or of most 
men in managerial positions. It could be destroyed very fast 
indeed if unemployment were seized on by any substantial 
number of managers as an opportunity to restore the old 
“discipline”, to tighten up joint consultation procedures, and to 
attack trade union “encroachments” of recent years. I do not 
mean that the nationalised industries would in that event revert 
to the conditions they were in before the State took them over. 
Nothing so simple as that could happen; but what could happen 
all too easily would be the spreading of a mood of sullen resent- 
ment that would send output down and down, and would 
speedily much more than undo all the good work that has been 
done since 1945 in the improvement of industrial relations and 
therewith of everyday human happiness as well. 

It is important to appreciate the fragility of the new structures 
which only the coal industry has had time to build even up to 
the first-floor level. Their precariousness is the greater because, 
as I pointed out at the beginning of this article, most trade 
unionists—even most active trade unionists and trade union 
leaders—do not yet at all know what they are trying to achieve. 
Is joint consultation, carried a good deal further and much more 
fully used, a sufficient answer to the claim for “industrial 
democracy’? If it is, how is it to be effectively applied at any 
level higher than the single works, in such a way as to relate 
local and regional consultation to works consultation as well as 
to the trade union negotiating machinery, without setting up 
a rival focus of loyalty to the Trade Union? If, on the other 
hand, joint consultation is not enough, and some measure of 
“‘“workers’ control” is wanted, how is such control to be exercised? 
By trade union representation on managing or administrative 
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bodies, or by direct election from within the industry, or 
by a democratised system of promotion, or in what other 
way? How are wage-settlements to be reached in the nationalised 
industries if and when compulsory arbitration, still only an 
“emergency” measure, is given up? 

These are all, so far, unanswered questions. But this at least 
is clear. If publicly owned industries are to be conducted 
successfully under conditions of full employment, the positive 
co-operation of the workers and of their Trade Unions must be 
somehow enlisted on the side of higher efficiency, and the 
traditional tendency to regard management as a hostile power, 
representing “capitalist” exploitation, must be overcome. 
Managers must learn to regard consultation, not as an unwel- 
come accompaniment of Labour political dominance or of a 
temporary inflation of trade union power, but as a means to 
doing their own job better, by working with the men, rather 
than domineering over them, and must also learn to treat 
management itself more as a collegiate job, to be shared with the 
lesser ranks of managerial and supervisory workers. Trade 
unionists, on their side, must learn to be less on the defensive 
and to have greater faith in the impregnability of their Unions, 
so as not to be constantly in fear of having their trade union 
loyalties insidiously undermined by collaboration with the 
management in pursuit of a common task. And, finally, politic- 
ians—and above all Labour politicians—must learn that national- 
isation is not enough, and that it carries with it grave dangers of 
excessive centralisation and of destroying the spirit of emulation 
—which should not be identified with that of competition as it 
has been practised under the profit system. 

These thoughts which I have sought to express are, I am well 
aware, shapeless and in many respects inconclusive. They are 
bound to be so, because there is still too little to go upon in the 
way either of positive experience or of clear formulation of 
objectives by any of the groups concerned. No sensible person 
could expect things to be otherwise: the best ways of organising 
labour and staff relations under national ow nership are not to be 
found except by long experiment. What is important is that 
ample room should be left, at this early stage of the transition, 
for trying out new ways and letting those who have ideas get 
a real chance of proving them in practice. I write as a believer in 
the long-run emergence of the guild socialist principle of 
industrial self-government as the greatest single contribution 
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to a satisfactory solution of the problem. But I make no claim 
that it is the whole answer, or that there is as yet more than the 
most rudimentary notion of the best methods of advancing 
towards it. I am, however, a good deal more hopeful than I was 
even a year or so ago that nationalised industry is at any rate 
showing signs of awareness of the problems and of a nascent 
will to solve them. 
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THE VOICE OF THE CONSUMER 
By J. A. G. GRIFFITH 


A NATIONALISED industry is not primarily an organisation 
which is nationally controlled; it is an industry which supplies 
services to the nation. The voice of the consumer should be 
constantly heard in the land, particularly by those who have 
the controlling power. There is a growing tendency in many 
fields of public administration to consider that the opinion of 
those affected is of value only for the better information of those 
in power, in order that administration may be more efficient. 
But the public is more than an advisory committee; it is also 
more than a group of persons with individual complaints. The 
public is the body for whose benefit the industry is being run 
and the machinery is effective which persuades the public that 
this is so. We will first examine the present machinery; then try 
to deduce what functions the various organisations perform; 
and finally make certain criticisms and suggestions. 


A. The Present Structure 

1. Gas and Electricity. For each gas and electricity area board 
there is a consultative council, composed of from twenty to thirty 
members appointed by the Minister. Not less than half nor more 


than three-fifths (electricity) or three-quarters (gas) are appointed 
from a panel of persons nominated by local authority associations 
from members of local authorities. The remainder are appointed 
to represent commerce, industry, labour, agriculture (electricity 
only), and the general interests of consumers and other persons 
of organisations interested in the development of the com- 
modity in the area. The chairman is, ex officio, a member of the 
area board. The duties of these councils are as follows: First, 
to consider any matter affecting the service (including the 
variation of tariffs and the provision of new or improved 
facilities) which is the subject of a representation made by a 
consumer or which they think ought to be considered and to 
notify their conclusions to the area board where action appears 
necessary. Second, to consider and report to the board on a 
matter referred to them by the board. Third, to make repre- 
sentations to the board on the board’s general plans and arrange- 
ments (which must be communicated to them). In addition, each 
council is required to submit to the Minister a scheme for 
appointment by the council of committees or individuals to be 
local representatives within the area. 
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The relationship of these two groups of councils to other 
bodies differs. An electricity consultative council may, after 
the area board has considered any conclusions, reports or 
representations, make its own representations to the central 
authority (the British Electricity Authority). The central 
authority, after consultation with the area board and the 
consultative council, may, if it appears that a defect is disclosed 
in the area board’s general plans and arrangements, give 
directions to the area board. Further, the consultative council 
may make representations to the Minister on any matter arising 
out of its representations to the central authority and the 
Minister may notify the central authority of any defect which 
appears to him to have been disclosed in the area board’s 
general plans and arrangements; the central authority then gives 
directions to the area board. A gas consultative council has 
quicker access to the Minister. This results from the fact that a 
area gas board enjoys, in relation to its central authority (the 
Gas Council), greater independence and power than does an 
area electricity board. A gas consultative council may make 
representations to the Minister, after the area board has con- 
sidered the matter, without reference to the Gas Council. Then, 
if it appears to the Minister, after consultation with the Gas 
Council, that there may be a defect in the area board’s general 
plans and arrangements, the Minister refers the representations 
for inquiry and report to a person appointed by him after con- 
sultation with the Lord Chancellor and, after considering the 
report, may give directions to the area board, sending a copy 
to the Gas Council. 

Electricity consultative councils may, and gas consultative 
councils must, make annual reports to their area boards which 
incorporate them in their own annual reports. The first annual 
reports of the area electricity boards and consultative councils 
were published in January of this year. The period between the 
appointment of the councils and the date of these reports was in 
some cases only a few months, and five of the fourteen councils 
had little or nothing to say. Of the remainder, five have set up 
district committees, the usual practice being to have one com- 
mittee for each sub-area; in one instance, the council is relying 
for the time being on individuals only. Members of the council 
often form the nucleus of the district committees. The South 
Wales Council expects that most of its work will in fact be done 
by these committees. Three councils indicate that they expect 
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the consumer to take up the matter first with the local office. 
The press is admitted to the council meetings of seven councils, 
of which three also admit the public. Representations to area 
boards have been made by two councils; one expressed strong 
dislike of a differential charge; another made suggestions, which 
were adopted, on a board’s credit-sales schemes. 

2. Coal. Two central bodies have been established, as required 
by the Act. These are the Domestic Coal Consumers’ Council 
and the Industrial Coal Consumers’ Council. Members are 
appointed by the Minister “to represent the Board”; the number 
is left to the Minister’s discretion and at present the Domestic 
Council has a chairman and twenty-four while the Industrial 
Council has a chairman and twenty members. The members of 
the Industrial Council are appointed to represent consumers, 
sellers and suppliers of coal, coke and manufactured fuel for 
industrial purposes or other purposes involving supply in bulk. 
The members of the Domestic Council are appointed to repre- 
sent the same groups where the fuel is used for domestic purposes 
and other purposes not covered by the Industrial Council. The 
duties of these councils are similar to those of the gas and 
electricity councils. The Councils report to the Minister, not 
to the Board. The Minister has power to appoint regional 
councils either on the recommendation of the councils or 
otherwise. The chairmen of the Councils are not ex officio 
members of the Board. 

The Councils are required to make annual reports to the 
Minister, who lays them before Parliament. Two such reports 
have been made by each Council. The Industrial Council held 
six meetings in each year; a small steering committee met eleven 
times. The Domestic Council met on five occasions in the first 
year and on four occasions in the second. Both Councils agree 
that their meetings are better held without the press or the 
public being admitted, in order to ensure “full and frank dis- 
cussion”. In dealing with the procedure for complaints, the 
councils point out that there are already other channels in 
existence. Complaints as to quality may be made to the supplier, 
who can inform the Board which coals are causing dissatis- 
faction. Complaints as to quantity can, if an industrial consumer 
wishes to claim further supplies, be made to the regional 
controller of the parent production department or to the supplier 
if the question concerns performance against allocation; a 
domestic consumer should complain similarly to the local fuel 
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overseer or the supplier. There is a right of appeal from the 
decision of the overseer to the regional coal officer. The 
Industrial Council has stated that, so far as complaints as to 
quality are concerned, “‘only if the Board fail to give satisfaction, 
and there is a suggestion of unfair treatment or some other 
question of principle, will the matter be considered by the 
Council”. The same attitude is adopted by the Domestic Coun- 
cil. In addition to these channels, organised groups of industrial 
consumers have direct access to the Board. Regular contact exists 
between the Board and the Railway Executive, the British Elec- 
tricity Authority, the Gas Council, the F.B.I., the Association of 
British Chambers of Commerce and the iron and steel industry. 

The Industrial Council received no specific complaints in the 
course of their first year and three in the course of their second. 
The Domestic Council received ninety complaints in its second 
year, mostly concerned with quality. None, in the opinion of the 
Council, involved any serious defect—“they were mainly of a 
type which could have been cleared through the normal machin- 
ery, but in a number of cases remedies were provided as a result 
of action taken by the Council”. 

Both Councils reported their opinion that regional councils 
should not be appointed. The Domestic Council supports its 
position by saying: “The individual complaints which we have 
received do not indicate that there is any large scope for remedial 
work in the regions in redressing wrongs or improving dis- 
tribution which could be done more effectually by a regional 
council than by this central council representative of all parts of 
the country. Moreover, regional councils might be inclined to 
view the supply position solely in the light of local demand 
without full knowledge of the national position.” 

3. Transport. The Transport Act, 1947, provides for the 
establishment of a Central Transport Consultative Committee 
and for area transport users consultative committees. Whether 
or not there are users committees for parts of Scotland and 
Wales, there must be set up one users committee for each of 
those countries. Both central and users committees are ap- 
pointed by the Minister and consist of an independent chairman, 
representatives of agricultural, commercial, industrial, shipping 
and labour interests and of local authorities, and members 
appointed from among persons nominated by the Transport 
Commission. The duties of these committees are similar to those of 
the consultative committees we have discussed. Only the Central 
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Committee and two users committees, one for Scotland and one 
for Wales, have been appointed, and no reports have been issued. 
The Act of 1947 also set up the Transport Tribunal. This 
Tribunal takes over the functions of the Railway Rates Tribunal 
and many of those of the Railway and Canal Commission. The 
Transport Tribunal has a chairman of legal experience, one 
member experienced in commercial affairs and one member 
experienced in transport business. We have no space to discuss 
this Tribunal at length, and many of its functions lie outside the 
scope of this article. The Tribunal can hear complaints that reason- 
able facilities are not provided and that undue preference has been 
given; complaints can be made by local authorities and associa- 
tions of traders. Charges schemes for the Commission’s services 
have to be confirmed by the Tribunal and may be altered on 
application or reviewed. Objections may be made to the Tribunal 
by any representative (including a local authority) of any class of 
persons using the services or facilities to which the scheme relates. 


B. Functions performed by the Bodies Described 


Most of the bodies we have discussed are capable, more or less 
successfully, of acting in one of two capacities. They may act 
as bodies which advise the administering authorities of certain 
reactions in the consuming public, and, conversely, which 
explain to that public the reasons for the authorities’ actions— 
the underlying method in any apparent madness or unfairness. 
Or they may act as exponents of the consumers’ needs or de- 
mands, as watchdogs, as critics. Although these two capacities 
are not mutually exclusive (indeed, the statutes provide for them 
both), experience indicates that they are difficult to combine. 
The party to a dispute tends to lose faith in an advocate who 
hobnobs with the opposition; there may be little logic in this 
— but persons with a grievance are often not logical. 

Gas and Electricity. The consultative councils are in great 
at of attempting to act in both these capacities. In some ways 
they are very closely linked to their boards. Often they have 
joint staffs and their chairmen are members of the boards. The 
advantages are saving of expense and closeness of liaison, but 
both of these are purchased at too high a price if public con- 
fidence is weakened. Their power to act as watchdogs and 
critics lies in their right to appeal over the head of their boards 
to the central administering authority and to.the Minister. The 
insistence of the councils that consumers should first approach 
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the local offices of the area boards is probably sound, whichever 
view is taken of their functions; but the attitude of the local 
officials to such complaints must be affected by the attitude which 
the council is adopting to the board. This is not to suggest that 
officials habitually take the easier and less conscientious course 
of saying that nothing can be done, but if they know that the 
consumer is very likely to complain to his consultative council 
which may approach the area board, even the least conscientious 
official will be anxious to answer the complaint fully. The 
reports of two of the electricity consultative councils make it 
clear that this difference in the view taken of their functions does 
exist. The South Western council stresses the need for the 
“closest liaison” between the board and the council; fear is 
expressed lest there should be any duplication by the council of 
the work and records of the board. “The Council”, says the 
report of the Board, “desire to concern themselves primarily 
with matters of principle and policy, endeavouring to make the 
Board’s actions understood by consumers and to give the Board 
considered counsel and guidance. . . . The Council have given 
full support to the Board in their belief that this new form of 
consumers’ consultative machinery must not lead to a weakening 
in the relationship between the Board’s local officers and their 
consumers.” By contrast, the South-Eastern Council, which has 
been established for a longer period, makes a full report which 
shows a different attitude. The staff of the council is full-time. 
Much, has been done to ensure that the existence and functions 
of the council and its district committees (which include a total 
of thirty-four representative members who are not members of 
the Council) are given the widest publicity. The council says: 
“It is felt that the effectiveness of the machinery cannot be 
judged until . . . the public realise that there exists an indepen- 
dent authority specifically appointed to examine their complaints 
and empowered to make representations to the Board” and 
beyond. The council refers to “the powerful appeal machinery 
which is now available to safeguard consumers’ interests” 

2. Coal. The Industrial Coal Consumers’ Council refers to 
itself as “‘a watchdog to safeguard the consumers’ interests’. It 
points out that it has the opportunity of advising and discussing 
proposals in advance, and expressly disavows any desire to be 
transformed into a tribunal. That the main function of this 
Council is advisory appears from the content of its reports; 
complaints are made in other ways, as we have explained, and 
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very few have been made to the Council. Moreover, one central 
body for the whole country is clearly inadequate to deal with 
numerous small matters, and the reluctance of the Council to 
recommend the establishment of regional councils further 
indicates the view which it adopts of its functions. 

The Domestic Coal Consumers’ Council is in much the same 
position. More complaints were made to this Council, but, as 
we have said, the Council considered that most of them would 
have been better dealt with by suppliers or local fuel over- 
seers. Somewhat ingenuously, perhaps, the report of the Council 
states: “We are glad, however, that the complaints were brought 
to our notice because, not only did they afford an opportunity 
for the Council to give a reasoned and sympathetic explanation 
of the cause of the difficulty, but they gave us an insight into 
some of the causes of dissatisfaction.” 

The membership of these Councils and the comparatively few 
occasions on which they have found it necessary to meet are 
further proof that they regard themselves as acting primarily in 
an advisory capacity. 

3. Transport. The Central Consultative Committee, set up 
above the transport users committees, seems to be designed 
as an advisory body. To what extent the users committees will 
receive complaints from members of the public cannot be esti- 
mated, but their lack of direct access to the Minister reduces 
their value as critical bodies , defending the consumers’ interests. It 
may be that the Ce:atral Committee wiil fulfl this function on their 
behalf. The Transport Tribunal is by far the strongest independent 
body which has been set up alongside an administering authority. 
It acts sometimes as an advisory committee; the confirmation of 
a charges scheme after hearing objections is, in reality, the final 
stage of a legislative process; it decides disputes on rates and 
charges, examines the reasonableness of facilities and investigates 
claims of undue preference. The Tribunal (with its predecessors) 
has gained great and valuable experience and authority and pro- 
vides an excellent example of the usefulness and limitations of 
a judicial body attempting to hold the balance between a monopoly 
and the ordinary user. Its jurisdiction will extend to all forms of 
public transport as the Act of 1947 is progressively administered. 


C. Criticisms and Suggestions 
We have suggested that that machinery is effective which 
persuades the public that a nationalised industry is being run 
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for its benefit. This means that the body to whom complaints 
and representations are made must be easily accessible and 
strong in the consumer’s cause, ready and able, if necessary, to 
cross swords with the administering corporations. The main 
defects of the present arrangements are as follows: First, the 
consumers’ councils and committees are too closely linked to 
the administering corporations; everything then rests on the 
attitude which the consumers’ body chooses to adopt. This is 
also the weakness of the suggestion that consumers’ repre- 
sentatives should sit on the boards of the corporations. Second, 
there are too many different systems. This raises the problem 
of personnel, for the number of persons who have the time, 
energy and ability to do the kind of work which is required is 
limited. The country is becoming littered with advisory com- 
mittees of one sort or another, and the standard seems to be 
declining. Above all, unity is strength and division is weakness. 
Third, the individual consumer suffers from being unorganised. 
An industry not only uses far more of the various services but 
is normally a member of a national organisation. (Here, and 
below, we use the phrase “individual consumer” to mean, in 
the case of gas, electricity and coal, the ordinary householder or 
small trader and, in the case of transport, the passenger or small 
trader; we use the phrase “industry” to include those who use 
the services on a large scale for their business purposes.) The 
individual consumer is much too easily brushed aside, whether 
intentionally or not; indeed, he often feels so helpless that he 
does not trouble to make ‘his complaints. He needs a champion 
—someone over whom he has some influence. We suggest that 
this role can be filled by his local authority (by which we mean 
his urban, rural, borough or county borough council). Fourth, 
the present consumers’ bodies are too inaccessible to the indi- 
vidual consumer. This is particularly true in the case of coal, 
and seems likely to be true for transport also. The alternative 
method of applying to officials employed by the Ministry or the 
administering corporation is contrary to the whole conception 
of adequate representation of consumer interest. 

To meet these defects, it is suggested that one hierarchy of 
authorities should be established to represent the consumer and 
user of services and facilities provided by a// nationalised indus- 
tries. At the top a Cabinet Minister without departmental 
responsibilities should represent consumers’ interests. The most 
obvious choice would be the Lord President of the Council. 
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There should be one central consumers’ council and, at the 
lower level, one county consumers’ council for each county 
and county borough area. In addition there should be a central 
consumers’ tribunal and county consumers’ tribunals. 

The county consumers’ councils would be composed of 
representatives of consumers. In a county, each district and 
borough council would nominate one of its members; other 
seats would be filled by an equal number of nominees of indus- 
tries and associations in the county recognised by the Cabinet 
Minister for this purpose; in addition, the county council would 
nominate five of its members. In a county borough, the number 
of borough council members who sat on the county con- 
sumers’ council would be equal to the number of other nomi- 
nees. The central consumers’ council would be composed of 
one delegate from each county consumers’ council and would 
therefore number about 150. A county consumers’ tribunal 
would have as its chairman an experienced lawyer appointed by 
the Lord Chancellor and two members. One member would be 
appointed by the Cabinet Minister referred to from a panel 
nominated by and drawn from the members of the county 
consumers’ council; the other member would be appointed by 
the Minister of Fuel and Power (for gas, electricity or coal 
cases) or by the Minister of Transport (for transport cases), and 
would be a person experienced in the administration of the 
commodity concerned. The members of the central consumers’ 
tribunal would be nominated in the same way except that the 
“consumers’ mesnber’”? would be drawn from the central’ 
consumers’ council. 

Representations and complaints are, broadly, of three kinds. 
The first is general and concerns a whole area. The area affected 
may be as small as a county district or a ward; it may, in the case 
of gas and electricity, be the area of an area board; it may, in 
the case of transport, be the entire country. The complaint may 
be that the standard prices and rates in the area for the par- 
ticular service are excessively high or that the facilities are 
inadequate or that the commodity supplied is generally poor. 
The train service may be thought insufficient, the gas pressure 
too low, electricity charges excessive, the amount of available 
anthracite inadequate. The second kind of representation or 
complaint is particular to an individual. A particular delivery of 
coal may be below the normal standard; there may be a com- 
plaint of undue preference or injustice; there may be a dispute 
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about a differential rate; or about the attitude of a particular 
official or local office of an administering corporation. The 
third kind is a /ega/ complaint. It covers short-weight deliveries, 
overcharging, negligent installation resulting in damage, and 
generally duties which are imposed on the administering authori- 
ties by common law or by statutes other than those which 
specifically establish and govern the administering corporations. 
These three kinds of complaint are not capable of being dealt 
with by the same bodies. Legal complaints must be pa ticularly 
distinguished. It would be possible to grant to the consumers’ 
tribunals referred to jurisdiction to deal with legal complaints, 
but there is no advantage in removing these matters from the 
ordinary courts. The liability of the administering corporations 
in these matters is not on a footing different from the liability 
of private persons and private corporations. The settling of legal 
complaints should therefore be left to the ordinary courts. 
General representations and complaints made by industries 
(as defined above) would be made direct to the county con- 
sumers’ council. Those made by individual consumers would 
be made to the local authority (urban, rural, or non-county 
borough council in a county, and county borough council in 
a county borough). The local authority would then decide 
whether to adopt the complaint and present it to the county 
consumers’ council. If the local authority received ten or more 
representations or complaints on the same subject, it would be 
obliged to adopt and present. The object of requiring the indi- 
vidual consumer to approach the consumers’ council through 
his local authority is twofold. First, it strengthens his position 
if his case is adopted and, secondly, it makes use of a repre- 
sentative body which the individual knows at first hand and 
which is responsible to him. A local authority would not have 
to wait for a subject to be introduced by an individual con- 
sumer; any ten of its members could themselves make their 
complaints as individual consumers or, on motion by any 
member, the authority would be able to resolve that a certain 
matter be brought before the county consumers’ council. 
General representations and complaints would in all cases be 
presented to the county consumers’ council in writing and 
would be referred at once to the committee of that council 
which dealt with its subject (gas, electricity, coal or transport). 
The representative of the local authority (ot one nominated 
representative in the case of a county borough council) or of 
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the industry which presented the matter would appear before 
the committee and the matter would be debated. The committee 
would then recommend to its council whether or not the 
representation or complaint should be forwarded by the council 
to the administering authority (area board for gas and elec- 
tricity; regional authority for coal and executive for transport). 
The council would debate this recommendation. If the council 
decided to forward the matter to the administering authority, 
a deputation of three members nominated by the council would 
arrange with the administering authority for a joint meeting 
where the matter could be discussed. If the county consumers’ 
council was dissatisfied with the response of the administering 
authority, it would be able to forward its case to the central 
consumers’ council which would be entitled to approach the 
central administering corporation (British Electricity Authority, 
Gas Council, British Transport Commission or National Coal 
Board) in the same way. Further appeal by the Central Con- 
sumers’ Council would lie to the Minister of Fuel and Power or 
of Transport. Before this Minister made his decision, he would 
be required to consult with the Cabinet Minister representing 
consumers’ interests. 

Particular complaints by individual consumers or industries 
would be made in the first instance to the local office of the 
administering corporation. If satisfaction were not obtained, 
appeal would lie to the county consumers’ tribunal, which 
would hear both parties. If the complaint alleged a substandard 
consignment, the tribunal could order replacement or com- 
pensation; if a refusal to perform a particular duty, the 
tribunal could order performance; if undue preference, the 
tribunal could order compensation and future compliance; if 
the complaint were of the conduct of a particular official, the 
tribunal could declare its findings of the facts of the case. 
Appeal would lie on questions other than those of fact to the 
central consumers’ tribunal. These instances are only meant 
as examples of the tribunal’s jurisdiction. Generally it would 
have power to consider any case where it was claimed that the 
public corporation had in a particular case failed to carry out 
the duties laid on it by its constituent Act, provided that the 
failure were particular and not merely one instance of a general 
inadequacy. For example, low gas pressure would normally be 
common to a district and should therefore be the subject of a 
general, not a particular, complaint. The tribunal would therefore 
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be entitled on this ground to refuse to hear a case and would 
indicate to the complainant the course which he should pursue. 

What we have said above applies generally to gas, electricity, 
coal and transport, but certain exceptions must be made in the 
case of transport because of the important and powerful position 
occupied by the Transport Tribunal. We have seen that this 
body has jurisdiction over many questions relating to rates, 
facilities and undue preference. There would clearly be little to 
be gained and much to be lost by transferring this jurisdiction 
en bloc to the tribunals we have proposed. Representations and 
complaints relating to transport rates, in particular, would con- 
tinue to be made to the Transport Tribunal, which would also 
retain its jurisdiction over charges schemes and its advisory 
function during the transitional period where the Minister is 
considering an increase in charges. Local authorities are entitled 
to appear before the Tribunal to object to charges; we would 
transfer this right to appear to county consumers’ councils, 
acting either on their own initiative or as a result of a repre- 
sentation or complaint. Undue preference complaints would con- 
tinue to be made to the Transport Tribunal. We suggest that 
experience has shown that complaints of inadequate facilities, 
especially when made on behalf of the general public of a locality, 
are not best handled by an independent tribunal. The powers and 
practice of the Transport Tribunal (or its predecessor) have, in 
this respyct, been restricted in scope, and we would transfer the 
making of such general complaints to the hierarchy of local 
authorities, consumers’ councils and Ministers which we have 
outlined above. 

An industry or industrial consumer which is complaining 
may be so large that it extends over the area of more than one 
county or county borough. This is, of course, particularly true 
of the public corporations themselves. In such cases, complaints 
and representations would be made direct to the central con- 
sumers’ council or the central consumers’ tribunal. Either 
council or tribunal would have power, in cases of doubt, to 
instruct the industry to take the matter first to a specified county 
consumers’ council or tribunal. 

The consumers’ councils and their committees would have 
other functions. Both central and county consumers’ councils 
would be entitled to initiate representations and complaints to 
the administering corporations at their own level and would be 
able, on motion of any member, to debate any question relating 
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to consumers’ interests. They would also be available for con- 
sultation with the administering authorities on the latter’s 
initiative. The Minister of Fuel and Power and the Minister of 
Transport would be required to forward to the central con- 
sumers’ council drafts of all statutory instruments affecting 
consumers and users of gas, electricity, coal and transport and 
to consider any amendments which the council might recom- 
mend before making the final instrument. On laying the instru- 
ment before Parliament, the Minister would be required to 
indicate in what way and for what reason he had failed to adopt 
any recommendations of the council. A similar requirement 
would apply to general directions given by the Minister to the 
administering authority; it would be necessary to provide that 
these directions should be laid before Parliament. Following the 
precedent of the Transport Tribunal, where a gas or electricity 
area board or the National Coal Board wished to increase its 
standard charges, it should be required to prove its case. The 
body to hear this case and the objections to it would be the 
central consumers’ tribunal. The consumers’ councils and 
tribunals would make annual reports to the Cabinet Minister 
and the Lord Chancellor respectively, who would lay them 
before Parliament. 

Members of central and county consumers’ councils would 
be entitled to allowances as are members of local authorities 
to-day. The chairmen and members of Consumers’ Tribunals 
would be paid, whole-time or part-time. These bodies would 
need staffs and accommodation; at the county level, the co- 
operation of county and county borough councils would result 
in some saving of expense. 

Under these proposals, there would be no place for the exist- 
ing consumers’ bodies, with the exception of the Transport 
Tribunal. The Coal Consumers’ Councils are largely advisory in 
fact, and this function would be taken over by the central con- 
sumers’ council; the same is true of the Central Transport 
Consultative Committee. The functions of the present con- 
sumers’ bodies for gas and electricity would be taken over by 
the county consumers’ councils. 

These suggestions have their own difficulties, and are necessarily 
presented in barest outline. But they attempt to meet the principal 
weaknesses in the existing system and to enable the voice of the 
consumer to carry further and more strongly down the corridors 
and into the rooms of the administering corporations. 


183 





THE PRICE POLICY OF 


PUBLIC CORPORATIONS 
By W. Artruur Lewis 


THE sort of ptice policy that a public corporation ought to 
follow can be stated simply in two rules: (1) it should make 
neither a loss nor a profit after meeting all capital charges; and 
(2) the prices it charges for different services should correspond 
to relative costs. Unfortunately, in this complex world all simple 
statements are untrue. Yet these two statements are useful, in 
that, when we try to analyse and to modify them, they provide 
a good framework in which the whole problem of price policy 
fits easily into perspective. 


I. The General Level of Charges 


The rule that a corporation should make neither a loss nor 
a profit, after meeting all capital charges, rests on a twofold 
foundation. In the first place, to do otherwise is to contribute 
either to inflation or to deflation. A corporation puts money 
into circulation by paying for services, materials, etc., and takes 
money out of circulation by charging for its services. Any 
deficit is inflationary in effect unless it is being deliberately offset 
in some other part of the economic system—as when investment 
by a corporation is offset by budgetary saving. If a corporation 
is to sell consistently below cost, and so consistently to make 
a loss, then the Chancellor of the Exchequer must to the same 
extent consistently levy upon the public higher taxes than he 
would otherwise require, in order to restrain inflation. Of 
course, if some corporations make a loss while others make a 
profit, they may cancel each other out; but since this coincidence 
is unlikely, and since the budget is already so large that nothing 
should be added to it unnecessarily, the simplest rule is to require 
corporations to make neither a loss nor a profit. (The advocates 
of public corporations are usually not strongly opposed to 
inflation. They should remember that if the budget is balanced 
the probable consequence of public corporations making losses 
will be that private business will make abnormal profits.) 

The second reason for requiring costs to be covered, neither 
more nor less, is to prevent over- or under-expansion of public 
corporation industries. When consumers or industrialists are 
deciding how to spend their money, one of the factors they 
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take into account is the relative prices of different goods, with 

a strong tendency to buy more of the cheap and less of the 
expensive, where intrinsic value is the same. Consequently, if 
the price of a commodity is set too low its output will be over- 
expanded, and if it is set too high, the industry will be unduly 
restricted. For example, to heat water for a central heating 
system we can use coal either directly or as gas or as electricity. 
Each of these is supplied by three different public corporations, 
and, if consumers are not to choose wastefully, it is very 
important that prices should reflect accurately the cost of using 
coal in these three different ways. It is therefore important that 
the prices of goods supplied by public corporations should be 
equal to their costs, neither more nor less, and if this is effected, 
then corporations will make neither a profit nor a loss (and 
neither, if there is no inflation, will private business). But this 
rule is not equally important in all industries. Its importance in 
any industry depends on the “elasticity” of demand for the 
product, i.e. on how much effect different levels of price have 
on the demand for the commodity. Where the demand is not 
much affected by the price, this argument is weak, but in indus- 
tries where the demand is very sensitive to the price, because 
close substitutes exist, e.g. electricity, or railway transport, then 
this consideration may be decisive. 

The case for making neither a profit nor a loss is thus well 
founded. But in any particular instance it is possible to produce 
other arguments which may justify ignoring the two considera- 
tions on which the rule is founded. These counter-arguments 
fit into nine categories. 

1. If the corporation is over-capitalised, a loss is justifiable. 
Thus, if the Government buys out the railways for a price much 
in excess of what the railways could hope to earn, it is wrong to 
demand that the corporation must put prices up to whatever 
level is needed to pay interest on the stock. To demand this is 
unduly to restrict railway transport relatively to its substitutes. 
The correct policy is to make a separate assessment of what the 
railway assets are worth, and to charge only the interest on this 
sum to the corporation. There are many over-capitalised indus- 
tries in which, because of restraints on competition, too many 
separate units survive, of doubtful efficiency. If in these cases 
the Government buys out the shareholders to streamline the 
industry, it will take over a lot of assets which are earning profits, 
and for which a price must therefore be paid, but which will 
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be scrapped and shown to be valueless in the process of stream- 
lining. Such industries will be handicapped from the start if 
they are always to be commanded to earn whatever sum the 
Government may, for political reasons, have chosen to pay to 
previous owners. The right policy is to squeeze the water out 
of the capital right at the start. 

The reverse applies if the Government has bought the industry 
at less than its value after reorganisation. For example, the 
industry may have been bought on the basis of investments at 
pre-war prices, and may, owing to the rise in the cost of replacing 
the assets, now be worth twice what was paid for it. If the 
industry now sells its services at prices which do not reflect the 
rise in replacements costs, the industry will be over-expanded 
relatively to others. In a word, what the Government has paid 
for the industry is irrelevant in fixing the sum which the cor- 
poration should pay to the Government; that sum should be 
based on the real value of the investment. 

This applies equally to choosing the rate of interest on the 
investment. Some advocates of public corporations have sup- 
ported them on the ground that they can borrow money more 
cheaply than private enterprise. But this is fallacious. If an 
industry is able to get its capital more cheaply than another 
industry solely because it is run by a public corporation, then 
it will be over-expanded relatively to others solely on that 
ground. The rate which the Government pays the holders of 
stock is irrelevant. The rate that the corporation should pay 
the Government is the rate which other industrial borrowers, 
of good standing, have to pay. 

2. Some public corporations are being commanded to earn 
profits large enough to be able, over the years, to redeem their 
stock. Thus, in effect, a tax is being levied upon the industry 
for the purpose of repaying the national debt. The reason why 
this is done is confusion and fallacy. It is thought that the 
process of transfer to public ow nership will not be fully complete 
until there no longer remains a charge on the industry for paying 
its previous owners. But, as we have already seen, there is no 
logical connection between the sum the corporation pays to the 
Government and the sum the Government pays to stockholders. 
The former sum is the corporation’s payment for the use of 
scarce assets, and is necessary if the industry is not to be over- 
expanded in ‘relation to others. It ought to be paid whether the 
Government in its turn has to pay stockholders or not. There is 
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no case for adding to it a tax related to the size of the national 
debt. It may be that the national debt should be paid off. This 
is not clearly so; and if it is so, it is not obvious that the way 
to do it is to levy a tax upon those industries which happen to 
be under public corporations. 

If there is a case for making corporations earn more than the 
interest on their capital, it is in order to be able to finance further 
expansion without recourse to the market. The undistributed 
profits of business enterprise is now the largest source of saving, 
and unless public corporations do likewise, their prices will be 
too low, relatively to those of private industries, and also their 
extension will cause the nation to save less. But saving for future 
expansion is quite different from saving to pay off the national debt. 

3. If there is an adverse change in the industry, which reduces 
the usefulness of its assets, a loss should be accepted. For 
example, in some countries where the Government has owned 
the railways, the rise of motor transport has greatly reduced 
both the usefulness and the revenues of the railways, and, 
instead of accepting this, the Governments have instead done all 
they could to restrict motor transport, in order to maintain 
railway profits. In one West African colony the Government has 
had to build roads for private motoring, but it has deliberately 
built the bridges so narrow that no commercial vehicle can pass. 
This is folly. If some new invention reduces the value of existing 
capital, the thing to do is to write down the value of the capital; 
not to suppress the invention. Public corporations, such as the 
Transport Commission, must beware of taking over the restric- 
tionist attitude to change which is usually attributed to private 
monopoly capitalists. 

The reverse applies equally if a favourable change makes the 
assets more valuable. If the demand for a commodity increases, 
and supply can be increased only at increasing cost, then the 
price should be raised, and the corporation will make a profit. 
This profit is of the nature of a rent; it is a payment to the 
public for the use of scarce assets, and it is a payment which 
must be made if the industry is not to be over-expanded. The 
profit should be eliminated not by reducing prices, but by writing 
up the assets to their true value. 

4. A loss is sometimes defended on the ground that the 
alternative, which may be to raise prices, would contribute to 
inflation. It is true, for example, that if railway wages rise, and 
the corporation raises rates, many other prices will be driven up; 
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the cost of living thus rises; and railwaymen demand a new wage 
increase, which will keep the spiral moving merrily upwards. 
But what happens if railway rates are not raised? The corporation 
then makes a loss, which is also inflationary. Railwaymen have 
more money to spend, but there are no more goods to spend it 
on. Railway fares are held down, but other prices in the economy 
are subjected to inflationary pressure. It is very important to 
find some means of checking an inflationary spiral, but this is a 
burden which the prices of public corporations cannot bear. 

The same argument applies to deflationary spirals. If a slump 
reduces the cost of its materials, a corporation may make an 
abnormal profit if it does not cut its prices, and this profit 
accentuates the deflation. On the other hand, if the corporation 
does cut its prices, this adds to the air of gloom and price-cutting, 
and may discourage private investment. Here again it seems 
desirable to leave the corporation simply to match its prices to 
its costs; and to leave it to the Government to find other more 
general means of stabilising the economy. 

5. A loss may also be defended on the ground of saving 
foreign exchange. It may be that at the existing rate of exchange 
the foreign product is cheaper, but, as foreign exchange 1s 
scarce, consumption of the home product is encouraged by 
deliberately selling it at a loss. What this amounts to saying is 
that we have the wrong rate of exchange. If the rate were appro- 
priately altered the case for selling the home product at a loss 
would disappear. There may, however, be good reasons for 
holding on to the current rate of exchange, and subsidising 
home goods instead. 

6. Exactly similar reasoning justifies a loss which is due to 
paying workers wages which exceed their productivity in the 
industry and in alternative occupations. For example, there are 
some not very productive mines in out-of-the-way places, where 
the alternative to mining coal is unempioyment. There would 
be no loss if the miners were paid only the true value of their 
labour (in relation to miners’ labour in more productive places), 
but this may be intolerably low. From the economic point of 
view, it would be most desirable for these miners to move to 
more productive regions, but this might have undesirable social 
effects. It is then quite right that the industry should make a loss, 
which represents a subsidy from the nation to persons working 
in unproductive regions. 

7. There may, with equal justification, be a subsidy to the 
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consumers, or to some class of consumers. Thus, the nation may 
decide that persons who live in the countryside should get 
electricity for less than it costs to supply them. Or it may decide 
to subsidise one service on the ground that making that service 
available cheaply will lead to rapid expansion of the national 
income in other directions; as when wireless communications or 
air services are subsidised in backward areas; or factories let 
cheaply in a trading estate to attract industrialists into a region; 
or water laid on cheaply in the countryside to promote a revolu- 
tion in farming. Alternatively, there may be a profit on the 
service representing a deliberate tax. The Chancellor of the 
Exchequer may wish to discourage consumption of the com- 
modity which the corporation is selling (as apparently he wishes 
to discourage people from writing letters to each other); or he 
may, for other reasons, consider it to be a suitable basis for 
indirect taxation. In such cases it is probably best to keep the 
element of subsidy or of taxation separate in the accounts, but if 
this is not done, it will appear as a profit or a loss. 

8. Exactly the same argument applies if the purpose of the 
subsidy is defence. For example, some people think that we ought 
to keep a much larger beet sugar industry in this country than 
we need in peacetime. Their case has been rejected by a depart- 
mental committee of enquiry; but let us accept it for the purposes 
of this argument. Now, it would be possible for a corporation, 
with a monopoly of all sugar supplies, to make a beet sugar 
industry pay by charging a price equal to its cost. But this would 
discourage the peacetime consumption of sugar unnecessarily, 
and be a foolish thing to do. A direct subsidy payment for 
defence is much better, and has also the additional advantage 
that the argument can be renewed from time to time when the 
subsidy falls to be renewed. 

Many people hold the same view about the railways—that 
we ought to keep a much larger railway system than we need in 
peacetime. If their view is accepted, it would be wrong to try 
to make a too large railway system pay by charging high fares 
and unnecessarily discouraging people from using the railways 
in peacetime. It is equally wrong to use this argument to compel 
people to use the railways in peacetime, when they would prefer 
to use motor transport. (After all, we need motor transport in 
wartime too.) If we need surplus railway equipment for defence, 
then the Chancellor should pay a direct subsidy to the railways 
to enable them to keep it in readiness. 
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9. Finally, it is sometimes argued that, in industries where 
average cost falls as output extends, the industry should charge 
less than average cost and receive a subsidy. The idea is that its 
price should not exceed the cost of supplying marginal units 
(which in such industries is less than the average cost of supply- 
ing all units), so that no person should be denied a supply who 
is willing to pay for it the marginal cost of letting him have it. 
This argument is the economists’ pet. It is over a hundred years 
old, but it turns up regularly in the literature, and always causes 
great excitement. 

It is quite fallacious. It is quite true that no person should be 
denied a supply who is willing to pay its marginal cost, but it 
does not follow from this, and is quite untrue, that the con- 
sumers as a whole ought to be subsidised. Let us take an arbitrary 
example. Suppose that a new religious sect is formed, one of 
whose principles is that the devotees should live on the top of 
the nearest mountain in sight. And suppose that on arriving 
there they find the north-east wind rather chilly, and decide to 
protect their settlement with a tall wall. Once the wall is built 
the cost of sheltering behind it is nil, and what the economist’s 
principle tells us, quite rightly, is that no member of the sect 
should be forced to build his house in front of the wall simply 
because he cannot afford to contribute to the cost of building or 
maintaining the wall. But the principle does not tell us that the 
rest of society must supply the sect with the bricks, cement and 
labour required for the wall free of charge. How the sect allocates 
the cost among its members is a matter for them, but, taken as 
a whole, they must pay for the wall. This applies equally to any 
other fixed establishment. Once it is erected, no consumer 
should be excluded who is willing to pay the marginal cost of 
use; but between them, the consumers of this commodity, as a 
group, must pay the rest of society for labour and materials 
supplied by the rest of society to set up the establishment. What 
the economists’ principle supports is not a public subsidy, but 
a system of charging what the traffic will bear, so that consumers 
contribute to fixed costs according to their capacity to pay. 

Of course, an industry with falling average cost may be 
selected for subsidy or for special taxation for the same reason 
as any other (defence, being a luxury, etc.), but it should not be 
subsidised merely because its average cost is falling. 

We have now considered nine classes of circumstances which 
may justify a public corporation in making either a loss or a 
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profit. They all have this in common—namely, that they raise 
issues of public policy which are independent of the particular 
industry, and of whether it is being run by a public corporation 
or not. If any of these arguments is valid, it is equally valid for 
ptivate enterprise. For the issues are issues not of industrial 
management, but of public policy. 

It follows that in each case the decision whether a profit or 
a loss is to be made is a decision not for the management of the 
public corporation, but ultimately for Parliament. It is not for 
the public electricity corporation to decide whether the foreign 
exchange rate is correct, or whether surplus equipment should 
be kept for purposes of defence, or whether electricity is a 
commodity that should be subsidised (or taxed), or whatever the 
issue may be. These are public issues, for Ministers to decide. 
The instructions to the corporation should be to make neither a 
profit nor a loss, except to the extent specifically notified to it by 
a Minister, for one of the foregoing reasons. And if the corpora- 
tion makes a profit or a loss it should be required so to adjust its 
prices as to eliminate the profit or loss, unless it can point to 
specific instructions from the Minister authorising specific 
profits or losses for specific purposes. 

It follows, too, that it is desirable to segregate these profits 
and losses in the accounts; to show them separately as taxes or 
subsidies. Otherwise they confuse attempts to assess the 
economic performance of the corporation; they confuse the 
public, and may even confuse the directors themselves. 

The confusion is likely to be increased if the corporation is 
allowed to subsidise certain services out of taxes that it levies on 
others, so that it shows neither a profit nor a loss. This is the 
greatest danger to the efficiency of public corporations; that they 
may be slipshod and inefficient in parts of the enterprise, in the 
expectation that, by soaking other parts, they may get away with 
enough revenue to show over-all neither profit nor loss. This is 
why it is important to have the fullest information about every 
part of the service separately, so that the public may probe for 
weaknesses of this sort. 

Moreover, even where a loss is specifically ordered on one 
part of the service, it is usually better that a subsidy should be 
shown separately than that the undertaking should merely be 
ordered to make it up by making surplus profits in other parts 
of the undertaking. This view is not usually accepted by advo- 
cates of public corporations, many of whom have, indeed, 
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argued, on the contrary, that it is one of the principal advantages 
of creating a public monopoly that it becomes possible to use 
surplus revenues from one part of the undertaking to subsidise 
services elsewhere. But consider. Suppose that we agree that 
electricity should be supplied in rural areas for less than it costs. 
Does it follow that urban consumers should be discouraged 
from using electricity by placing a special tax upon them all, 
whether rich or poor? Is it not better to levy a tax on those who 
can afford to pay (whether they consume electricity or not) 
according to the usual canons of taxation? The amount of 
electricity one consumes is not a good measure of one’s capacity 
to support a subsidy to rural consumers of electricity. If such a 
subsidy is to be paid, it is better to pay it out of general taxation. 

And so the instruction to a public corporation should be to 
make neither profit nor loss, not only on the service as a whole, 
but also on its parts, unless instructed to the contrary. And if 
subsidies or taxes are to be levied, they should be levied only by 
instruction, should be shown separately in the accounts, and 
should be paid separately to or by the Exchequer. 


II. Relative Prices 

We have already passed from considering the general level of 
prices to considering the relation between the prices the corpora- 
tion charges for different services. This we must explore further. 

The simple rule is that relative prices must correspond to 
relative costs. This rule appeals, in the first instance, to equity. 
If A and B are two coal-mines equidistant from the consuming 
centre C, the producers will clearly want to know why dis- 
crimination should be practised against them if the railway 
corporation decides to make different charges. But the rule is 
important, not only to equity, but to the correct allocation of 
resources. Consumers are choosing their coal between A and B, 
and if the railway introduces an arbitrary element into transport 
charges, we may find a big expansion in the demand for coal 
from A when in fact it would use up much less resources to get 
the same amount of coal from B. Similarly, in deciding whether 
to send goods by road or by rail, industrialists consider among 
other things the relative charges. It is therefore important that 
these charges should accurately reflect the relative costs of 
carrying by road or by rail, otherwise the less economical method 
of transport will be expanded at the expense of that which uses 
up fewer resources. Similarly, consumers are choosing between 
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coals of different qualities, between steel of different qualities, 
between raw cotton of, different qualities, and so on, and will 
make what from the national point of view is the wrong choice 
unless the prices of the different qualities accurately reflect the 
differences in costs. 

The first difficulty in administering this rule arises where 
different services share the same overhead costs. This does not 
give rise to difficulty if average costs (including overheads) are 
constant, as output expands (or are increasing), because in that 
case the cost of marginal units will be equal to (or greater than) 
average cost, and the concern will break even (or make a profit) 
if it charges marginal cost for each service. But if average cost 
falls as output increases, then a loss will be made if marginal 
cost is charged. 

Where the different parts of the service compete with each 
other, it is important that the different prices reflect accurately 
marginal costs. The overhead expenses can be levied in a variety 
of ways, the only condition being that whatever charge is added to 
marginal cost to cover overheads in one case must be exactly added 
to marginal cost in the competing case, so that the relation between 
marginal prices still corresponds to marginal costs. If the different 
parts of the service do not compete, e.g. supplying the commodity 
to rural and to urban consumers, then the different prices need not 
reflect different costs so accurately at the margin, and the over- 
heads can be levied according to what the traffic will bear. 

This first difficulty is at present academic, since, with the 
possible exception of electricity, there is no nationalised service 
where average cost is falling because different parts of the service 
share the same overhead cost. The case of road and rail transport 
is quite different; here the overheads that cause the trouble are 
not those that the two services have in common, but those that 
belong to each service separately. The analysis of this case is 
more difficult, and I have discussed it at length elsewhere. The 
conclusion is that the right allocation will arise if the railway 
charges for each part of the service not less than the marginal 
cost of carriage by rail, and not more than the marginal 
cost of carriage by road (including the cost of maintaining the 
road itself); and vice versa for motor transport charges. Where 
the difference between the two marginal costs is large, each 
service can add to its own marginal costs what it needs to cover 
overheads. 

We have therefore two rules. (1) If the different parts of the 
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service compete with each other, re ive prices must reflect 
(but not necessarily equal) relative marginal costs. And (2) each 
part of the service should pay its own way, showing neither a 
profit nor a loss, except where the different parts share the same 
overhead costs; in this case each must make a surplus, dependent 
upon its capacity to contribute to overhead costs. 

Now these principles may lead to complicated tariffs, which 
offend some people’s sense of uniformity. For example, it costs 
more to supply electric current at 8 a.m. than at 11 a.m., or to 
supply current for electric radiators than for night reading lights, 
because in each case the former demand will impose a need for 
extra equipment upon the generating station. But there is 
enormous mental resistance to the idea of charging different 
prices. It costs more to supply the countryside than to supply 
the town, but the yearning for uniformity makes it seem immoral 
to charge more. It costs more to deliver steel or coal to places 
distant from centres of production, and there will be a lot of 
unnecessary transport and uneconomic location of industry if 
people insist on uniform delivered prices throughout the country, 
or on other arbitrary uniformities. It costs less to carry goods 
on a regular route which offers a prospect of a return load than 
upon an unusual route which does not. It costs more to carry a 
passenger in the middle of the day than it does to carry him at 
5.30 p.m. And it costs more to carry him on the outskirts of 
cities and in rural areas than it does to carry him in the well- 
patronised centre of the city. In all these cases the demand for 
a uniform charge is powerful, and the advocates usually feel 
that they have a strong moral case. But if two men impose 
different costs upon an undertaking, which is fairer: to charge 
them according to cost or to make the same charge, irrespective 
of cost? 

It would be a pity if naive demands for uniformity forced 
public corporations to adopt tariffs which bore no relation to 
costs, for then, not only would it lead to wasteful choices by 
consumers, but it would also make the task of checking up on 
the efficiency of the corporations very difficult, since the profits 
and losses of different services would bear no relation to economic 
considerations. After all, if what one wants to do is to subsidise 
the use of electricity at 8 a.m. or to put a tax on travelling by bus 
at 5.30 p.m., then let us have an open public discussion of these 
policies, issuing in written instructions from a Minister. It 
should not be left to the directors to subsidise 8 a.m. use out of 
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II a.m. use, or to discourage 5.30 p.m. travel by levying upon it 
a tax which is to subsidise those who travel at noon. Uniformity 
of charges where there is no uniformity of cost is the refuge of 
the lazy mind. 


TI. A Price Tribunal 


Democratic countries have now had two centuries of experi- 
ence of public utility control. It is embodied everywhere in 
legislation which enshrines three principles: 


(1) The right of the individual to get the service he requires 
so long as he is prepared to pay its cost, and to appeal to an 
independent tribunal to enforce this right against the directors. 

(2) The right of an individual to be protected against undue 
preference, and to appeal to an independent authority against 
it. 

(3) The right of the consumers as a whole to be charged 
not more than cost, to have the efficiency of the undertaking 
independently investigated, and to have the general level of 
charges independently established. 


These three rights are enshrined in the public utility legislation 
of every democratic country, and have a long history in our own 
in the control of charges by canal, railway, gas, electricity, and 
bus companies. 

It is absolutely astonishing that, except in the case of transport, 
the Labour Government has not only failed to safeguard these 
rights, but has actually fiercely resisted suggestions that they 
should be written into the Acts governing the new public 
corporations. It is absolutely astonishing because Labour 
Ministers ought to know better than anybody else that it is quite 
wrong to create a public corporation wielding enormous 
economic power, and to submit it to no control other than the 
right of the Minister to sack the directors if he disagrees with 
them on major issues of policy. 

It should be noted that the first two of these are individual 
rights. They are legal rights, and there is no substitute for a 
tribunal before which they can be legally argued and enforced. 
The Iron and Steel Act, for example, contains a clause which 
can only be said to be a travesty of Parliament: 


“3. (1) It shall be the general duty of the Corporation . . . (4) to secure 
that neither the Corporation nor any publicly owned company shall show 
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undue preference to, or exercise unfair discrimination against, any such 
persons or any class thereof. . . . 

“(2) Nothing in this section shall be construed as imposing on the 
Corporation, either directly or indirectly, any form of duty or liability 
enforceable by proceedings before any court.” 


What is the use of giving to the individual “rights” which he 
cannot enforce? 

The third right is a collective right of the consumers, and is 
much more difficult to enforce because it is only effective if the 
efficiency of the undertaking can be assessed independently. 
This is difficult. It is helped if the undertaking is forced to pro- 
duce full accounts, showing the costs of the different parts of 
the service separately, so that the different parts can be compared 
with each other and with what is known of similar undertakings 
in other countries. New ways of measuring efficiency are being 
worked out, and are discussed in another article in this issue. 
Suffice it to say that, however difficult the job may be, someone 
must have a shot at doing it, since public corporations cannot be 
left to charge what they like without any independent enquiry 
into their efficiency. 

The conclusion is that the prices of every public corporation 
should, in its Act, be made subject to the scrutiny of an independ- 
ent tribunal (not necessarily a different one for each corporation). 
The Act should also safeguard the rights of individuals, which 
should be enforceable by the tribunal. And it should lay down 
that price is to be based on cost, in such a way as to yield neither 
a loss nor a profit, except where specifically directed by the 
appropriate Minister. 





EFFICIENCY UNDER 
NATIONALISATION AND ITS 
MEASUREMENT 


By P. SARGANT FLORENCE and GILBERT WALKER 


I. The Primary Test 


THE capitalist test of the efficiency of an undertaking is 
profit. Stated in skeleton outline profit is the difference between 
aggregate revenue and aggregate costs, or, for those who like 
equations: 

Profit = Output (Price-Cost) 


In State trading, a surplus or avoidance of loss when subtracting 
aggregate costs from the aggregate of prices, (i.e. “covering 
costs” or “breaking even”) seems to us, with four provisos, still 
the primary test of efficiency. 

(1) The word “profit” should be dropped. When the skeleton 
of our formula is clothed in capitalist flesh, it stinks in socialist 
nostrils. In any case, the word is hardly applicable to the modern 
stage of capitalism when used in theories of distribution for a 
form of payment to a factor of production. In the joint stock 
companies that control 90 per cent. of the nation’s capitalist 
production, there is no “factor” to whom profits are paid. 
Managers get a salary, directors fees, shareholders dividends, 
and debenture-holders interest. There is no longer any enfre- 
preneur providing his own capital, risk-bearing and management 
to whom an all-in profit is paid. Profit as a method of payment 
has largely disappeared, in fact, with displacement of the 
entrepreneur by the joint stock company. And as nationalisation 
displaces the joint stock company, dividends disappear too, all 
old capital being paid interest. Instead of “profit” the word 

“surplus” will be used, following the practice of co-operative 
societies. 

(2) The surplus, to be a test of efficiency, must not be the 
result of exploitation. Trade unions, for instance, must have 
achieved an equal bargaining power between workers and 
employer; and not more than an equal power. With a full 
employment policy and a party in office dependent on trade 
union finance, the risk cannot be ignored of excessive union 
power in nationalised industries. 
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(3) The money terms, in which the costs are made public, 
must represent real costs—measurable, for instance, in man- 
power—and must not neglect social cost. Money costs of a 
factory might, for instance, be low because no smoke (or smell) 
abatement plant was installed, but the social cost to the neigh- 
bourhood would be high. 

(4) The surplus must not be the result of a high margin on 
a small output, when a lower margin on a larger output would 
still have resulted in a mayne. Socialists, including the late 
Archbishop of Canterbury, when religiously damning profits 
for increasing prices and restricting output, were apparently 
thinking exclusively of profit margins. Many capitalists, such as 
the late Henry Ford, earn their profits on a large output at low 
margins and low prices. 

This proviso makes surplus as a test of efficiency very in- 
determinate under capitalist control, since a fairly high surplus 
and a high margin may be needed to compensate shareholders 
for their risk-bearing. Under nationalisation the original shares 
and the expectations to dividend are paid off with Government 
stock, the interest on which is guaranteed by the Treasury. There 
is no need to make any surplus over costs; but, on the other hand, 
the annual cost is increased to the extent of the interest, and in 
some cases (e.g. railways) a further cost to the nationalised under- 
taking is a stock redemption fund. Thus the primary measure of 
efficiency is more definite in nationalised than in capitalist 
undertakings. It is the covering of cost by revenue and is so 
stated in all the Acts of nationalisation. 

The proposed Iron and Steel Corporation must, for instance, 
“secure that the combined revenues of the Corporation . . . are 
not less than sufficient to meet their combined outgoings . . . 
taking one year with another”. Exact cov erage, precise breaking 
even, is not possible; so we may re-word the prime measure of 
efficiency as breaking even, or slightly more than even, at the greatest 
possible aggregate of production. As a measure auxiliary to breaking 
even (or slightly more than even) some tests of enterprise and 
progress may be added such as lower prices for existing goods 
and services, improved quality at the old price, or development 
of altogether new goods and services. The subsidiary tests are 
in line with the general socialist objective of raising the standard 
of living. 





ITS MEASUREMENT 


II. Advantages of the Break-even Test 


With these four provisos we accept the comparison of aggre- 
gate costs and revenue, as the prime test of the efficiency of 
nationalised industries. The test has at least six advantages. 

(1) It is comparatively easy to calculate. 

(2) It points direct to the importance of costs. Socialist 
damning of capitalist profit has distracted attention from costs, 
whereas under capitalism unnecessarily high costs have often 
beena more potent cause of high prices than have profits. Capitalist 
distribution has been particularly singled out for damnation, 
yet the U.S. Census of Distribution of 1929 estimated that for 
the whole of the country the profit margin in retailing was only 
2 per cent. of the retail price; costs around 20-30 per cent. Costs 
thus present a wider scope for economy than profits and an 
increasing profit or surplus due to reduction of costs is a sign 
of efficiency. 

(3) Surplus is highly sensitive to changes in costs. Listing 
financial incentives in order of strength, Florence* puts profits 
first, since “they may be negative and even when positive they 
differ from wages or interest in increasing, not at a constant 
ratio to the amount worked or invested, but at an ever acceler- 
ating or slackening rate . . . the slight rise in receipts or fall in 
expenses may mean a manifolding of profit.” 

(4) Aggregating revenue and costs and lumping together the 
profit-and-loss results of enterprise over a period does not 
penalise the administration for one wrong decision out of 
hundreds. Administration will merely play safe if, as happens in 
Consumers Co-operation (and may well happen under national- 
isation through the procedure of snap Parliamentary questions) 
it is accountable for every single transaction. Some risk of loss 
attends so many ventures in anticipation of demand in an un- 
certain world, that an enterprising administration must expect 
losses on some ventures and must rely on gains outbalancing 
losses on the total of projects. The balance is the surplus. 

(5) Aggregate revenue (i.e. output x price) takes into account 
the demand for the output. The surplus of revenue over aggre- 
gate cost is some measure, therefore, of how far the output 
is meeting public demand. Demand, to be sure, is not the 
same as wants (since it is only wants coupled with the where- 
withal to pay) and still further away from needs (or what the 

* Logic of Industrial Organisation, p. 196. 
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consumer ought to want) but it is some guide that the goods and 
services produced are using resources according to people’s 
requirements. 

(6) As well as testing efficiency, the surplus is useful as an 
incentive to efficiency. In the earlier phase of capitalism, the 
entrepreneur cat down costs and took certain risks to get the 
profit for himself. Under the present prevailing form of joint- 
stock capitalism, though managers or directors do not take much 
of the profit, if any, they do seem to be affected by the published 
profit results. They gain in prestige when profits are up, or 
dividends well maintained. Certainly, directors do not like facing 
shareholders when surplus and dividends are down. 


III. Alternative Tests 


Now let us compare the surplus or break-even as measuring 
and stimulating efficiency with other measures and incentives 
liable to be used by, and appropriate to, nationalised adminis- 
tration. Incentives are too often discussed as though they 
operated in vacuo without considering the sociological and 
psychological background to which—often as correctives—they 


are being applied. 

Administrators of nationalised industries, owing to Civil 
Service tradition rooted in past functions and terms and methods 
of appointment, are, if not stimulated, particularly liable to 
the disease of security, conservatism and long deliberation. 
Appropriate tests of efficiency should correct this static 
background. 


A. Growth in Productivity 


This test may not measure the effort and efficiency of the 
workers or the manager, but simply the efficiency of the capital 
investment. It is always possible to instal magnificent equipment 
and thus to gain high productivity, but at great cost. Pro- 
ductivity therefore does not have the advantages (2 and 3 above) 
of measuring costs. In any case, the physical products whose 
output is increased may not be the products required in addi- 
tional quantities by the community. This measure has not the 
advantage (5 above) of telling us whether resources are distri- 
buted efficiently among different types of uses. Some sort of 
composite index number of the growth of production embracing 
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the assortment of the goods and services wanted or needed by 
the community might, however, be worked out. 


B. The Growth in Staff Employed 

In the Civil Service this seems to be a test of personal success 
and an incentive to enterprise, and as such is to be welcomed 
against a normally static background. But this “empire-build- 
ing” has the disadvantages that so far from economy being 
considered, high costs both monetary and social are positively 
encouraged. The more manpower an administrator gets hold of 
the less there is for other enterprises. In these days of full 
employment no more need be said. 


C. Industrial Morale and Goodwill 

This aspect of efficiency ranks to-day in popular estimation 
with productivity, but is less susceptible of calculation. The 
nearest approach to measurement lies in rates of absenteeism, 
strikes, labour turnover or restriction of output. But measurable 
or not, goodwill does not necessarily correspond with efficiency. 
Even within a single factory, we have known cases where the 
“spirit” was excellent, everyone was friendly, not to say matey, 
the absence or turnover rate low, and strikes non-existent, but 
the pace of work deplorable. Sacking a proportion of the workers 
might leave total output unaffected. Yet this test has to be 
mentioned in connection with nationalisation, since many 
socialists, heeding the workers’ cry that they “would not work 
for other people’s profit”, expected that working for the State 
would bring a new attitude. Experience of nationalisation 
hitherto has shown this expectation only very partially fulfilled. 
The state official is generally too remote, and when he does come 
into the worker’s focus appears (and writes) too like his myth, 
the characteristic bureaucrat, to arouse much rank and file 
enthusiasm. Low morale is sufficiently measurable in unofficial 
strikes, voluntary absenteeism, continuous restrictive practices, 
and opposition to scientific management to justify the view that 
no very obvious Stakhanovite movement seems to have swept 
the nationalised enterprises. Possibly these industries are still in 
the shadow of bygone capitalist control and the workers’ morale 
suffering from hang-over. If this be so, tests of efficiency through 
workers’ behaviour, though they may be used as auxiliaries to 
the surplus or break-even test, are not yet tests of great import- 
ance since they “lag” so long behind the actual changes of 
industrial control. 
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EFFICIENCY UNDER NATIONALISATION AND 
D. Keeping Out of Trouble 


This negative measure of efficiency means, in nationalised 
industries, immunity from Parliamentary questions, newspaper 
stunts, or more formal investigation. Where, as in the British 
Civil Service, the standard of morality is admittedly high, trouble 
arises less often from failure in morality than some single error 
of judgment. Here fear of trouble is a disincentive, a deterrent, 
to enterprise. Unlike the test of the surplus, it does not aggregate 
the losses and gains on single ventures. Instead, it discourages 
any venture where a loss might conceivably be made. 


E. A Joint Test 

The tests of growth in staff and keeping out of trouble, though 
so often practised in fact, must be rejected out of hand as 
measures of efficiency. But tests of productivity and morale, 
direct or indirect (like absenteeism and labour turnover), may 
be used in conjunction with the test of breaking even (or 
slightly more than even). Reliance must not, however, be placed 
entirely on statistical measurements. In one group of nation- 
alised undertakings, transport, there is a tribunal which hears 
objections to proposals for increasing charges. Here a chance is 
given to the consumer to put forward various qualitative tests 
of efficiency and to suggest various methods for economy. We 
argue later that such a tribunal, possibly the Monopolies Com- 
mission, should exist for all nationalised monopolies with power 
(not granted to the Transport Tribunal) to call witnesses on its 
Own initiative, and assisted by its own staff of investigators. 


IV. The Current Situation 


The measures we propose may now be viewed against the 
background of current and concrete threats to efficiency. 

A prime cause of high prices in capitalist enterprise is, we 
have already observed, found in high costs rather than high 
rates of profit. Nationalised industry is inevitably prone, in 
common with any other really large concerns (its opposite 
numbers in private enterprise), to see in higher prices the remedy 
for rising costs. The official administrator, subject to inquisition 
in Parliament and by the press, and aware, as most British 
administrators are, of the great trust represented by the manage- 
ment of public funds, are disinclined to risk criticism. The 
safest way to maintain the surplus, expressed as a rate on 
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turnover, is to offset any increase of costs, from whatever cause, by 
raising prices of the articles now being produced more expen- 
sively. Protected by law from being undercut by a competing 
service, the budget of a nationalised concern continuously 
breaks even at any point which may be arranged. The surplus is 
realised as planned and the administrators can pride themselves 
on their achievements, justifying the increase in their prices by 
the admitted rise in their costs of operation. 

But this is not good enough in socialist industry nor any 
other, for that matter. Administrators, it must be clearly under- 
stood from the first, are not to be allowed to sit back in peace 
and quiet, smoothing every emergency with a costly concession, 
meeting every increase of costs with a rise in price and relying 
on their monopoly to provide the surplus by which their 
efficiency is to be judged. That merely adds another coil to the 
inflationary spiral within which an economy deliberately 
aimed at full employment is only too easily entangled. Among 
socialist defences against inflation in the mixed economy we 
must include a general prejudice against any increase of price 
by a nationalised industry except on the clearest possible ground 
of inescapable necessity. With prices thus put, for all practical 
purposes, outside the competence of the administrators of 
nationalised undertakings, the surplus of aggregate receipts over 
aggregate costs will depend principally upon the success which 
the management has in getting costs down. That is the proper 
test of efficiency for nationalised industry. We shall also gain the 
full benefit of that extreme sensitivity of the rate of surplus to 
changes in costs which we have already mentioned as the 
advantage of our criterion of surplus. Confined by fixed third 
prices, the margin of surplus will fluctuate widely with every 
slight variation in the level of costs and thus advertise to the 
public the efficiency or otherwise with which the management 
of this or that nationalised undertaking is handling its affairs at 
the moment. A fall in the surplus will warn the officials respon- 
sible and the public that the administration is losing its keenness, 
or (and just as bad from the consumer’s point of view) is failing 
to offset a rise in costs by improvements in the economy and 
efficiency with which the more costly factor is being used. A rise 
in the surplus, on the other hand, will exhibit, for all to see, a 
successful attack upon the problems of the undertaking and will be 
a sign that the officials principally concerned should appear in a 
forthcoming Honours List. 
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With a steadily rising surplus, of course, the point is soon 
reached when prices should be reduced. Fall of prices will, of 
necessity, diminish the surplus and act in the first instance as a 
disincentive to the management, exactly as the reduction of a high 
piece rate by an unenlightened capitalist employer discourages 
workers, causing them to protect their rate in future by ca’ canny. 
To deal with this situation the subsidiary tests for enterprise, dis- 
cussed earlier in this paper, would have to be worked out and 
applied with great care. But these need not concern us here. We are 
assuming as more likely a chronic inflationary pressure, the result 
of continuous full employment, in which the tendency of costs is 
upwards and economic efficiency consequently is measured by 
success in keeping prices down. 

We come, therefore, to consider those nationalised industries 
which find they can earn no surplus at all at the permitted level 
of prices. Convinced that they have exhausted every economy 
within their power, the management sees no other alternative. 
They must, in their opinion, have relief from the ban on an 
increase of price. Without that, the undertaking and the com- 
munity will be faced with a depressing series of losses. 

Failure to cover costs cannot be permitted, and rise of prices 
must be avoided, as a contribution to the control of inflation. 
These circumstances call for a searching enquiry by an independ- 
ent tribunal with the power and the competence to assess the 
conduct of the undertaking the administration of which seeks 
authority to raise its prices. The Monopoly Commission is, we 
suggest, the obvious body to which these important duties 
should be entrusted. Professor W. A. Lewis has already provided 
socialists with some thoughts for improving the Commission 
as an instrument for the control of private monopoly. The 
Commission should be strengthened and its powers enlarged to 
include a general oversight over the price policies of all nation- 
alised industries. To guide the Commission, the rule should be 
laid down that no nationalised industry should raise its prices 
without previously obtaining the consent of the Monopoly 
Commission; and the Commission should be invited to withhold 
that permission until it is satisfied, after an independent investiga- 
tion carried through on its own initiative and by its own servants, 
that every possible economy has already been exhausted by the 
applicant undertaking. 
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V. Transport as a Case in Point 


The danger we have in mind is that manifest in the affairs of 
the British Transport Commission this winter (of 1949-50). 
The loss made by the Commission on its second year of operation 
is estimated at {£20,000,000. The principal deficit has been 
incurred on the railways. The Commission sought authority to 
raise railway rates. The application was referred by the Minister 
of Transport to the Transport Tribunal, sitting as a Consultative 
Committee to hear the protests of traders and other interested 
parties. 

A rise in the price of rail transport is all-pervasive. All other 
prices are affected in a greater or less degree. All undertakings, 
including among them such nationalised and shortly to be 
nationalised enterprises as the Gas Council and the Electricity 
Authority, not to mention the iron and steel industry, will 
find that their costs have risen; and they in their turn could defend 
an increase in their prices on that ground. None but the Trans- 
port Commission, according to present practice, needs apply for 
consent. The Coal Board, for example, can raise its prices 
without the unpleasant necessity of asking anybody’s permission. 
Once the obnoxious principle is accepted that rises in costs can 
always be met by a rise in price, the way to inflation is wide open. 
Nobody was satisfied that the Railways Executive had in fact 
exhausted every possible economy and every device for efficiency 
before the Commission applied for that 16 per cent. increase in 
railway freight rates. 

One of the principal economies insufficiently exploited by the 
Executive was, of course, the saving of labour. Had the drive to 
conserve manpower been pressed as hard as it was, for example, 
during the war, the railways could have run adequate, efficient 
and economical services on an establishment fewer by at least 
60,000 than the number they were actually employing (620, 000). 

Reduction of manpower, carried out in circumstances in 
which the rights and privileges of long service are allowed to 
prevail, results in the younger men going, the older, being 
retained. The proportion of men still on the books, but no longer 
capable of doing a full day’s work, rises. The efficiency of 
the railways so far from being improved, might thus deterior- 
ate and their final condition be worse than the first if these 
releases were forced to conform with trade union privileges and 
practice. It is at this point that the new and extended powers 
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which we have suggested should be given to the Monopoly 
Commission could be deployed. The Railway Executive, sup- 
posing they were convinced that a 10 per cent. cut in their wage 
and salary bill was practicable, might nevertheless have displayed 
a perfectly understandable reluctance to insist upon this policy 
lest there be trouble with the trade unions. It would there- 
fore have become the duty of the Monopoly Commission to 
withhold its consent to the application for increase of railway 
rates and to state the reason why. The (Monopoly) Commission and 
not the Executive, who meet the men in their day-to-day busi- 
ness, would thus become the lightning rod for the wrath of the 
embattled unions; and the true causes of the loss on the railways 
would be made clear. Every responsible member of the public 
would know of it. An opinion appropriate to the circum- 
stances could be reached, and policy shaped by a properly 
informed democracy. As it is, no disinterested voice can be 
heard by the Transport Tribunal unless called, primarily for 
their own purposes, by one or other party to the dispute. 


VI. Summary 


The danger of steadily rising costs owing to wage inflation is 
one against which socialists especially must always be on their 
guard. They must also beware of high costs, the result of an 
excessive establishment of manpower—that “empire-building” 
or “feather-bedding” of labour which is so usual a vice of large 
organisations, whether nationalised or private. Full employment, 
which we assume to be an overriding objective of economic 
policy, is not the climate in which wages are likely to be de- 
pressed. On the contrary, we should both expect and hope that 
real wages will steadily advance: if they do not, our faith in a 
rising standard for the worker will be sadly disappointed. But 
if costs and prices are to be kept down as wages and earnings 
rise, labour must everywhere be used with increasing economy. 
More and better machinery, more effective industrial methods 
and fewer people must be relied upon to produce in each trade 
the increased outputs upon which the rising standard of life 
depends. Corresponding to the increase in wages there must be a 
steady re-deployment of labour. At a time of growing population, 
the excess of new entrants into industry over retirements is 
usually sufficient to bring about the changes which are required 
in the industrial distribution of labour. But in Great Britain of 
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to-day we do not have this relief. The population of these islands 
is expected to fall in the immediate future. The management of 
established industries, whether privately or publicly owned, 
consequently must be ready (unless demand for their product is 
increasing) to counter every rise in wages by a reduction in 
their employment roll large enough to preserve the stability of 
the gross wage and salary bill, if not actually to reduce it in the 
‘interests of reduced costs. 

The administrators actually running the business of a nation- 
alised industry can hardly be ann to shoulder this respon- 
sibility with any enthusiasm, nor to discharge it with any great 
diligence. Industrial morale and goodwill, though inadequate, 
as we have suggested, as a measure of the success of management, 
are nevertheless essential ingredients in the efficient conduct of 
an undertaking. Goodwill of this sort is particularly important 
in state-owned business. The nationalised industries have not 
so far achieved this rebirth of spirit; and it is certain that they 
never will, if the responsibility lies directly on the management 
itself for carrying out the policy of turning off hands made re- 
dundant by the introduction of improved methods. 

Given full employment and the nationalisation of the principal 
basic industries, the conflict between capital and labour will soon 
(perhaps) recede into the background. The managers and workers 
of the future are all servants of the same gaffer—the consuming 
public. The interest of employees is everywhere much the same. 
The real conflict is between the consumer and the worker. The 
latter wants work, good wages and above all security in his job. 
But the former demands rising output, greater choice and lower 
prices, or at least prices which are falling in relation to his 
money income. The two aspirations are not always compatible. 
If weight is to be given to the consumer, the tests of economic 
efficiency tentatively outlined are not sufficient without some 
organisation to apply them. Now that the spur of competition 
has either failed or been removed, breaking even or a surplus 
over costs consistent with our four provisos, is not enough to 
guarantee economic efliciency. Such a measure requires re- 
inforcement by the threat that, at any moment, the cost structure 
may be examined by capable, well-informed and thorough 
inquisitors. Last January the Minister of Transport referred the 
application for increased railway rates to the Transport Tribunal 
under Section 82 of the Transport Act, 1947. By this proceeding 
the Tribunal were precluded from examining what was, in the 
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interest of the consumer, the fundamental issue at stake—the 
economy and efficiency with which the Transport Commission, 
through the Railway Executive, were operating our properties. 
Parliament has for years insisted on the right to investigate the 
expenditure of public money without waiting for the consent, or 
needing the stimulus of the government in power. A recon- 
stituted Monopoly Commission, endowed with powers to 
proceed on its own initiative, independent of the Government, 
and acting primarily in the interests of that forgotten man, the 
consumer, might properly exercise a general supervision over 
nationalised industries analogous to that over Government 
departments enjoyed by the Select Committee on National 
Expenditure. 





THE CRUX OF NATIONALISATION 


By Rr. Hon. Str ArTHUR SALTER 


THE present time is clearly opportune for a new examination 
of the main administrative problems of nationalisation. Hitherto 
there has been little practical experience in this country. We have 
indeed for many years had a postal service as a governmental 
monopoly. But (apart from the armed forces, which are not an 
integral part of the general economy) such a service is, to perhaps 
a unique degree, suitable for public management, as is shown by 
the fact that even the most individualistic countries have decided 
not to leave it to private enterprise. Moreover, in the case of a 
public service which works as a sole and rare exception in an 
environment of almost universal private enterprise, there are 
certain safeguards and standards of comparison which become 
less effective when it ceases to be exceptional. But in the last few 
years nationalisation has been rapidly extended till it now covers 
the Bank of England, coal, electricity, gas, transport (both by 
rail and road), civil aviation, wireless and cables as well as the 
system of inland communications. It is true that, by the measure- 
ment of the number of persons employed all these together cover 
only some 20 per cent. to 25 per cent. of the economy of the 
country, all the exporting industries in particular (with what has 
become the minor exception of coal) being left to private 
enterprise. Such a criterion, however, gives no true indication 
of the importance of the nationalised services. For between 
them they include the inland transport and the fuel and power on 
which all other industries depend. At this time, moreover, while 
national administration has been sufficiently tried in practice to 
throw much light upon the appropriate principles of manage- 
ment, it is yet recent enough to be capable of change and im- 
provement more easily than if methods and traditions had been 
solidified over a long period. 

A policy of nationalisation, of course, raises two kinds of 
problems. The first is to what sections of the economy it should 
be extended. Obviously, some industries are more appropriate 
than others. The public utilities, such as gas or electricity, which 
do not need to adapt their products to the changes of taste of 
foreign customers and have a comparatively uniform structure, 
are clearly the most suitable. There are intermediate cases where 
the balance of advantage is more doubtful. Such an industry as 
iron and steel is of quite a different character. There are many 
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who, like myself, would be in favour of nationalisation, under 
appropriate conditions, for industries of the first class and 
strongly opposed to its extension to the second; and for these 
the exact delimitation of the frontier between the two classes 
presents an interesting subject of study and discussion. 

The second type of problem is what, in the range selected for 
nationalisation, is the best form of administration. What admin- 
istrative principles and methods will best secure the inherent 
advantages and mitigate or avert the inherent dangers? It is this 
second question only which is the subject of this article. I 
propose to describe what seem to me to be the three crucial 
administrative problems of nationalisation. 

How can the incentives of competition, with prospective 
profit or bankruptcy, which are found in private enterprise, be 
replaced? How can collective bargaining be adjusted to the 
different conditions of nationalised monopolies? And what 
safeguards can be found against the inherent tendency of 
bureaucracy to excessive centralisation? I shall, however, confine 
myself mainly to stating the problems, with only very tentative 
suggestions as to the lines upon which solutions may be found. 

I ought perhaps first to say something of my personal attitude, 
so that the reader may better assess or discount what I have to 
say. I cannot now write in full accord with the traditions of THE 
PoutTIcAL QuarTERLY. My discussion will be less academic and 
perhaps less scientific and it will be inevitably influenced by 
my general political outlook, which is now nearer to the Right 
than the Left on current issues of controversy. Though I have 
held a Chair on Political Institutions at Oxford University, I 
have also been a Member of Parliament for thirteen years. And 
though I have been an Independent, and usually spoke and voted 
against the Conservative Government which was in office when 
I first entered Parliament, I have found myself increasingly in 
opposition to the Labour Government during the greater part 
of the last five years in which the new nationalisation has been 
introduced. This change of political orientation must inevitably 
to some extent colour my views as to particular current questions. 
It is itself partly due, however, to my increasing conviction that 
at numerous crucial points the Government has introduced 
nationalisation on a large scale without having solved, or indeed 
seriously faced, the problems discussed in this article. It is not, 
certainly, due to an initial prejudice against nationalisation as such 
in appropriate cases. I have for over a quarter of a century, 
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in successive books and in speech, advocated a much wider 
extension of national or public control than existed before the 
recent war. I have always been deeply impressed with the dangers 
of the private ownership system in the case of services of great 
public interest in which monopoly could give great economies. 
If such monopolies are privately owned, they bring excessive 
and unmerited profits to private individuals. So far as some 
competition remains in such cases, it often takes the form, not 
of offering better service or lower prices, but of expensive forms 
of advertisement and impressive head offices, etc., without 
advantage to the consumer. And so far as monopoly is achieved, 
by either single ownership or compacts between a few separate 
owning companies, there is a natural tendency to hold up prices 
till the loss of custom exceeds the initial advantage of a higher 
return per unit, so that the “consumers’ rent” is lost to him. In 
addition, the practice, not universal, but general, of making 
appointments in private industry on considerations, not only of 
ability, but also of family or personal relations, seems to me to 
create an injustice to those who have no such advantages; and 
this injustice becomes much more serious as large-scale enter- 
prise replaces small and numerous competing units. If I were 
young, unprivileged, able and eager, seeking an opportunity 
for advancement, I should not resent the absence of inherited 
money anything like as much as the handicaps to my entry into 
the more promising vacancies in the great economic enterprises 
which produce and distribute the bulk of the country’s wealth. 
Moreover, like most others nowadays, I realise that, with modern 
economic development, the old /aissez-faire private enterprise 
of competing units, if not corrected by public control (of which 
nationalisation of certain monopolies is a part), brings fewer 
benefits than in the past and very serious dangers and evils, 
novel at least in their scale. 

But the fact is that both the private enterprise system, if left 
to itself, and not less a nationalised system, each present their 
distinctive inherent problems. In the case of the former, however, 
at least a great deal of intensive work has been done to find 
remedies for the inherent defects. In particular, the scientific 
research for correctives of the tendency of the private system to 
oscillate between periods of boom and depression, with large- 
scale unemployment in the latter, and the subsequent education 
of statesmen, bureaucrats and the public have had very important 
results. They are shown in the agreed statement of policy in the 
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Coalition Government’s White Paper of 1944. We know now a 
great deal about the measures that can be taken to arrest the un- 
employment resulting from flagging home demand (though 
unhappily they could not help in the case of unemployment 
resulting from an inability to buy enough imported raw mater- 
ials). Moreover, much is now known, and agreed by all persons 
of responsibility, as to certain useful forms of planned control 
at key points of the economic system, though there is also of 
course a wide area of controversy as to other forms and methods. 
So too there is agreement as to the need, where private enterprise 
remains, of eliminating certain forms of monopoly and correct- 
ing their abuses. At any rate, it is fair to say that, in regard to the 
inherent dangers and defects of the private enterprise system, 
much work has been done and much real progress made. 

The inherent problems and dangers of nationalisation are no 
less important and no less difficult. But no solutions have been 
found; though at least as problems they have long been familiar 
to all students of political institutions and frequently discussed. 

The first of these, as I have said, is the adequate replacement 
of the pervasive, intimate and powerful compulsions of the 
profit and loss system. I am not among those who hold that other 
motives and other forces can never, under any conditions, be 
adequate. I was one among a small body of officials who had 
the task of bringing Lloyd George’s National Health Insurance 
Act into operation in 1912. I do not believe that private enter- 
prise could show a better example of either efficiency or ardour 
in tackling a new and difficult task. We worked as a team, with 
a pride and enthusiasm in our work, and were certainly as 
effectively stimulated to initiative and intense effort by our 
desire to see a great public service successful as if we had been 
engaged in a private enterprise dealing with a similar task. 
Indeed, when critics spoke of the civil servant’s limitations, 
we reflected, with mingled pride and resentment, that private 
insurance had taken all the easier tasks—insurance against fire 
(where you can see the gutted house) or death (where you have 
the corpse) or sea accident (where the ship cannot hide itself), 
and left to the civil servant the kind of insurance which is most 
difficult of all. For there is nothing comparable to the ruins of a 
burnt house, or a dead body, or a wrecked ship, when it is 
necessary to decide whether an ailing man (or, still more, a 
married woman, with domestic work at home) is or is not well 
enough to go to a factory. But in this case the advantages were 
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exceptional. For a single task a large service could be formed 
from its most suitable officers. The creation of a novel enterprise 
is, moreover, in itself an inspiration. It is impossible to expect 
such team-work, or such ardour, when many schen:<: are launched 
and throughout the long years of normal administration. It is 
true that a high professional spirit in such a service as the Navy 
can give continued efficiency. But there the special character of 
the service, its relation to the security of the state, and the vivid 
memories of recent wars all give what is not available to a civilian 
service. It cannot be denied that in nationalised industries there 
is in practice nothing which encourages and compels efficiency, 
adaptibility, initiative—and the rapid scrapping of the obsolete— 
which can compare with the ever-present consciousness of 
possible gain and possible ruin. In particular there is always a 
tendency to keep in existence, or to keep unduly large, an organ- 
isation created for a need of the moment which comes to an end 
or shrinks in scale. The immediate hardships to known colleagues 
of reduction of staff naturally bulk large in comparison with the 
fractional effect on the budget of a huge national concern, able 
with a monopoly to increase prices to the consumer, and beyond 
that to draw on the taxpayer. The danger, of course, is that, 
instead of painful but salutary bankruptcies of some small units 
of industry, the effects of sagging efficiency, higher costs and 
poor service may impose increasing burdens on the general 
economy of the state till it comes to disaster as a whole. 

This is as much a central problem, and inherent danger, of 
nationalisation as the tendency to recurrent depressions with 
large unemployment is of the private enterprise system. It should, 
I suggest, be a main preoccupation of any government which is 
pursuing a policy of nationalisation to find or retain such safe- 
guards against this danger as are consistent with its main 
purpose. There would, for example, have been something to be 
said, if it had been ‘politically practicable, for nationalising 
electricity and gas, both intrinsically suitable for public owner- 
ship, in different Parliaments. In that case, the one first national- 
ised would have had, during its first formative period, the 
stimulus and standard of another industry providing lighting 
and heat, the consumers having some measure of choice between 
the two. That may be said to ignore the facts of political life. 
The necessities of a political programme, and the need to secure 
electoral support for it, prevent such prudent spacing. In any 
case, that is past history. I only mention it now to illustrate my 
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point as to desirability of retaining some form of external 
standard when it is practicable. A more interesting case now is 
afforded by the Transport Act. I regard it as an advantage, from 
the point of view I am now putting, as well as other reasons, that 
under the Act as it stands the private industrialist and trader (the 
C licence-holder) is free to carry his own goods in his own 
vehicles. It was, however, only under external pressure that the 
Government amended in this respect the Bill as originally 
introduced; and it may well be that the last word has not been 
said on the question. It seemed to me that the original proposal 
in the Bill to remove this external standard indicated an imperfect 
realisation by the Government of the principal administrative 
problem of nationalisation. 

I come now to the second crucial problem, that of collective 
bargaining as to wages and conditions of work in the nationalised 
monopolies. In relation to private industry, collective bargaining 
through the trade unions, with their accustomed traditions, has 
been of inestimable benefit. It has enabled labour to obtain its 
maximum share of the earnings of industry. Bargaining has, 
however, been kept within practicable limits through one 
salutary and indispensable safeguard which is inherent in the 
system of private and competitive enterprise. In every bargain, 
both sides always know that, beyond a certain point, though 
they may differ as to that point, increased costs would bring 
bankruptcy, which would be disastrous to all in the industry. 
That safeguard no longer exists as an effective restraint in the 
nationalised monopolies. Since they are monopolies they can 
pass on increased wage costs to the consumer, who has no 
alternative, till he is himself broken. And if even then there is 
still a loss, the taxpayer, in spite of the illusory safeguards in 
some of the Acts, has to bear it. At least—and this is the decisive 
point—in the actual bargaining for higher wages or shorter 
hours there is no such compelling necessity of restraint recog- 
nised by both sides, as in the case of private industries which 
have to face competition and avoid bankruptcy. What, in these 
circumstances, is bound to be the result when a managing board 
is faced on the one hand with an insistent demand, and the 
immediate stoppage of a great public service if it is not granted, 
and on the other hand only with the fact that if the increased 
cost is incurred charges must be raised to the consumer and, if 
that is not enough, a net loss shown in the accounts? It is inevit- 
able that costs and charges will rise, and rise out of relation to 
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those in private industries, especially the exporting industries, 
which can neither sell to customers who have no alternative nor 
resort to the Treasury. A comparison of the movement of prices 
and of the profit and loss accounts of the nationalised concerns 
with those of private industries—iron and steel, for example— 
shows this tendency already in operation. Ultimately, the con- 
sequence must be that, instead of a few painful but salutary 
bankruptcies of particular competing units, the whole economy 
of the country is forced down together to lower levels. Nor is 
that all. Just as standards of efficiency cannot be maintained 
without the possibility of bankruptcy in the last resort of those 
who fall below them, so standards of work are bound to sag if 
there can be no dismissal in case of persistent slackness and 
absenteeism. But if there is a single employer for all of a particular 
kind of skill, dismissal, instead of merely compelling the skilled 
worker to seek work under another employer, may have the 
result of permanently degrading him to the status of a general 
labourer. In practice this will mean that dismissals will be too 
few to operate as a disciplinary influence, and when made will 
inflict an excessive penalty. 

This problem must be solved if nationalisation is to be success- 
ful. It is possible that a statutory authority independent of the 
Government (on the analogy of the Unemployment Insurance 
Statutory Committee of 1934) might be set up with the duty of 
determining from time to time the total wage bill in each nation- 
alised concern, after comparison with wage-rates in other 
industries, bargaining being then legally allowed within the 
total so fixed, but not beyond it. Such a solution, or any other, 
of course, presents great difficulties. The alternatives need to be 
explored. But my point is that this problem, like the first one 
described, has not been even seriously examined either before 
nationalisation was enacted or since. 

Lastly, there is the excessive centralisation of management, to 
which bureaucracy always tends. Both the obvious conveniences 
of a “functional” division of responsibility in great concerns, 
and the presumed necessity, in a public concern, of “uniformity” 
tend to favour centralised management. The inelasticity and 
inflexibility, which are fatal to efficiency, and the remote and 
impersonal control, which are fatal to human relations with 
workers in the industry, are always in the first instance less 
obvious to those who construct the new organisation. The evil 
consequences are left to develop gradually, to a point at which it 


215 








THE POLITICAL QUARTERLY 


may become almost impossible to find and apply a remedy. 

I recall a trivial experience from the time when I first became 
a civil servant, because it illustrates the psychological effect of 
“functional” responsibility, when it prevents the consideration 
of a case on its merits with all the different factors involved. It was 
my duty to charter colliers to supply the Fleet. One of these, 
engaged on a charter which gave the right to use the vessel 
within defined geographical limits, was attached to one of two 
rival fleets in summer manceuvres. The collier, was sent off under 
“sealed orders”. When the Master opened these, he found he 
was required to go to a point outside his charter-party limits. He 
stopped his vessel and the Admiral in charge telegraphed to my 
department. Young and ardent, and ignorant of the complexities 
of office red-tape, 1 had a picture of a valuable collier kept idle 
and the manceuvres impeded. The only thing to do was to 
persuade the owner to telegraph instructions to the Master. 
But he was not in his office, which only knew that he might be 
at one of some half dozen places. I took a cab, found him and 
got the ship moving within an hour or two. But I had spent 
perhaps 7s. 6d. in the process. When I applied for repayment I was 
told that an official of my modest rank could not take a cab 
without first getting higher authority. I said that if I had waited 
to do that the ship would have been kept idle for a day or more. 
The answer was immediate: “I know nothing of that: I know 
only the regulations governing the refund of expenses claimed 
by one of your rank.” That is a trivial instance. But multiply it 
by many thousands, repeated day by day, and think of the effect 
on the minds of those who are forced to realise that initiative 
counts for nothing against the meticulous observance of regula- 
tions which are both made and applied by those who know 
nothing of the daily, detailed exigencies of practical work. It is 
the temper and attitude of mind created by experiences of this 
nature that cause the characteristic defects of “‘bureaucratic” 
management. A combination of bureaucratic traditions and a 
highly centralised structural organisation will have fatal results. 
It may be that correctives will be found; but they have not yet 
been found. And we deceive ourselves if we think that the 
national industries are now merely suffering from “teething 
troubles” which they will get over when they are a little older. 
If these deep-rooted evils are not eradicated they will become 
worse not better. In some respects indeed nationalisation enjoys 
temporary advantages which cannot long continue. It can for 
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example draw upon managerial ability which has been trained 
and tested under the harder conditions of keen competition. But 
in a few years managing ability will have to be found from 
within the ranks of those whose habits and attitude of mind 
have been formed in the sheltered environment of a bureaucratic 
monopoly. If the inherent defects of such a system continue, and 
if no inherent virtue of equal or greater potency can be evolved, 
time will only bring further deterioration and not improvement. 

These then are, in my view, the three central problems of 
nationalisation on the solution of which its future depends. If 
they had been faced before the great experiments began, 
we might have had tentative policies, already studied and 
critically discussed, ready to be tried in practice. It is regrettably 
late to begin. But in the national monopolies we at least now have 
an experimental laboratory. 
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SOCIALIST PLANNING 


Tina is always plenty to argue about in economic planning. Here 
are three books,* published almost simultaneously, which contrive between 
them to raise most of the old issues and a number of new ones as well. 
I shall refer briefly to the books themselves before going on to the 
argument. 

The first, Economic Survey, is a short history, written for the university 
student and the layman rather than the professional economist, of economic 
affairs between the wars. It is a competent piece of work, straightforward 
and readable—an object-lesson in what happens when planning is inadequate 
or misdirected. One might argue about some of Professor Lewis’s inter- 
pretations, but to my mind this is by far the best book of its type that has 
yet come out. It is also a very useful introduction to the other two. 

Professor Lewis’s other book, Principles of Economic Planning, is less 
satisfactory ; it may be that he is better as a historian than as an economic 
technician. It is difficult to say what is wrong with it. There are certain 
minor irritations, like his tendency to write in terms of academic economics 
when he should be more practical—for example, to say that “a general 
shortage of goods is a monetary phenomenon, due to monetary inflation ” 
and to propose disinflation as the cure strikes me as a case of defining x 
in terms of x. But these are not enough to account for the feeling of 


dissatisfaction left even after a careful reading of the book; the cause is 
much deeper. 
Evan Durbin’s Problems of Economic Planning is a collection of papers 


assembled in anticipation of a book on the economics of democratic socialism, 
planned as a mig HYD to his Politics of Democratic Socialism. Mostly 
published before, they range from a brilliant little essay on “‘ The Case for 
Socialism ” to semi-technical studies on specific problems. They are the 
product of a fresh and honest mind, tempered but not made cynical by 
administrative experience. All socialists could do with something of 
Durbin’s combination of idealism and practicality, and all economists with 
the realism of the last three papers in the book. In addition, Durbin was 
a first-class writer, and this book is a real pleasure to read. 


II 


Now for the argument. Planning, say both writers, is distinct from 
socialism ; in itself it is neither good nor bad. Planning can exist without 
socialism, but socialism without planning is impossible. Since, to quote 
Professor Lewis, “ socialism is about equality,” it follows that socialist 
planning must aim, not only at increasing resources, but at equalising their 
distribution. The price-mechanism cannot do this job alone; it must be 
controlled, supplemented, and perhaps partly replaced, though no one in 
his senses would seek to eliminate it entirely. 

So far so good. Beyond that point the two writers would take us by 
different roads. Mr. Durbin (in a paper written in 1935, but which he saw 

*Lewis, W. Arthur. Economic Survey 1919-1930. (Allen and Unwin. 221 pp. 


15s.) Lewis, W. Arthur. Principles of Economic Planning. (Dobson. 128 pp. 75. 6d.) 
Durbin, E. F. M. Problems of Economic Planning. (Routledge. 214 pp. 155.) 
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fit to reprint in 1948) envisages an economic structure in which a fair pro- 
portion at least of the country’s productive capacity is publicly owned, 
and with a Supreme Economic Authority to control the general policy 
of both the bic and the private sectors. A rigid plan is neither necessary 
nor desirable. Planning can be flexible, the choice between permissible 
alternative employments of resources being left to ordinary pricing and 
costing mechanisms. Investment and credit policy must be more strictly 
controlled; “ the creation of a National Investment Board, the control of 
policy of the Joint Stock Banks and the use of the powers so acquired for 
the execution of a concerted plan of expansion and subsequent stabilisation 
are a sine qua non condition of successful Planning.” In any event the 
“ planning ” stage is transitional, leading to wider and wider public owner- 
ship and a closer approach to full socialism ; which, with all that it implies, 
is the long-term objective. 

Professor Lewis is so concerned, in his opening pages, to point out that 
state ownership and socialism are not identical that he omits for the rest 
of the book to give adequate weight to public ownership. To him the 
supreme planning instrument is the budget. Inflation, open or suppressed, 
is the occupational disease of planned economies, and in normal times you 
need do little more than administer a dose of disinflation when something 
goes wrong. Investment is controlled by manipulating interest rates, 
together, when necessary, with a tax on some of the materials used for 
investment. Foreign trade is kept in balance by occasional changes in the 
rate of exchange, with a system of import subsidies and export taxes to 
iron out the effects of the trade cycle in the outside world. Labour mobility 
is secured by a carefully devised wage-structure ; Professor Lewis admits 
that this is a slow and difficult process, but even so I feel that he under- 
estimates the difficulties. Business is controlled mainly through Develop- 
ment Councils. Industries are to be nationalised only when there are good 
reasons for creating monopolies ; otherwise “‘a government can do nearly 
anything it wants to do by way of controlling industry without resorting 
to nationalisation.” 

In a short review of the policy actually followed by the Labour 
Government, Professor Lewis recognises three major and a number of 
minor errors. “ The first shortcoming has been a failure to get labour 
correctly distributed between industries.” The second, in foreign trade, 
was the attempt (abandoned since the book was written) “ to stabilise both 
the internal and the external value of the pound simultaneously, with 
disastrous consequences for the terms of trade.”” The third has been the 
pursuit of an inflationsty policy, now of course reversed, 


Ill 


A complete answer to Professor Lewis would need a book as long as 
his—or longer, since some of his own arguments suffer from compression. 
I shall take two points only. 

First, how, in Professor Lewis’s sort of planning, is the choice to be 
made between producing one commodity and another ? 

Control of the size of the market does not affect all commodities equally ; 
if a contraction is induced by budgetary policy, goods at the margin of 
demand will suffer first, essential goods last of all. Again, if a policy of 
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equalisation of incomes is pursued, demand for luxury goods will fall while 
consumption of essential or near-essential goods rises in proportion. But 
these changes are vague, slow, and largely unpredictable. More detailed 
determinations of choice depend, according to Professor Lewis, on central 
manipulation of the price system—taxes on this, subsidies on that, with 
inducements to labour and capital to become mobile when larger or more 
permanent changes are called for. 

This sort of argument is familiar enough, but I have never been happy 
about it. Nor do I think that it hangs together with Professor Lewis’s 
chapter on money. In the case of wages, the sort of manipulation that 
Professor Lewis envisages is almost inevitably inflationary ; you can put 
wages up as often and as much as you like, but except in a police state you 
will find it difficult or impossible to get them down. I suspect much the 
same happens when the price of goods is manipulated, even when the 
change is brought about by a subsidy or a tax. Manufacturers’ profits 
are, of course, as difficult to reduce as wages. But are subsidies and taxes 
completely controllable? It depends in part on the degree of “ essential- 
ness ” of the goods concerned. We have seen recently that the withdrawal 
of subsidies on textiles has soon been reflected in the cost-of-living index 
and in pressure for higher wages ; similarly, food subsidies could not be 
quickly reduced without some form of compensation. On the other hand, 
even heavy taxation on beer and tobacco has scarcely affected demand. It 
would seem that fiscal readjustments can always be made in an upward 
direction, but that it is much more difficult to adjust downwards unless full 
deflation is admitted as a possibility. 

Let us take, secondly, his treatment of labour mobility. It is true that 
the traditional definition of full employment as “ more jobs than workers” 
is a questionable one and implies a continuous inflation. It is also true that 
bad organisation in the labour market keeps the level of frictional unemploy- 
ment higher than is economically necessary. But is it true that “in the 
present state of the British labour market if unemployment is less than 2 per 
cent. of the gainfully occupied population there is inflationary pressure, and 
if it is more than 3 per cent. the monetary tap should be turned on” ?* 
And on the question of inducing mobility by differential wages, is it true 
that “it is only where there is inflation, and jobs can be had in all trades, 
that it becomes necessary sharply to differentiate in wages and conditions 
between jobs that are essential and those that are not” ? Professor Lewis 
goes further than many other economists in recognising the limitations on 
the fluidity of labour—housing, for example, and the fear of insecurity. 
But even he does not recognise that the greatest limitation of all is simply 
the natural human preference for staying in the place one knows, doing the 
job one knows, and that an incentive must be pretty big to overcome this. 
- the long run, the only way to solve the problem of mobility is to reduce 
the need for it to the absolute minimum ; a means that we must concern 
ourselves quite as much with stabilising the shape of the economy as with 
regulating its size. 

I agree with Professor Lewis’s dislike of physical controls. Neverthe- 


* A similar arbit dictum occurs on p. 46, where Professor Lewis states that “‘ in 
full employment something like 2,500 companies should go into liquidation every year,” 
but gives no support for the figure nor guide to the size of companies. Actual liquidations 
have not reached this level since before the war. 
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less I should have thought that, for some years at any rate, something 
more direct than financial adjustment would be necessary to shape the 
economy—the purchase on Government account of controlled quantities 
of certain major materials, for instance, and a more efficient method of 
investment regulation in preference to his complicated system of taxes on 
investments for less essential purposes. I say for some years deliberately. 
For I feel that the root of our troubles, and the cause of my dissatisfaction 
with Professor Lewis’s book, is that we have become so engrossed with the 
roblems of a mixed economy that we have forgotten its transitory nature. 
e have confused our long-term aims with our present expedients ; until 
we disentangle them we shall get nowhere. 


IV 


It is this confusion which has been our greatest failing since 1945. 
We have tried to apply our socialist ideas through the medium of economic 
ptactices which are not socialist, and which in any case were devised for 
a period and for conditions very different from the present. We have done 
both too little and too much. We have tried to use the old economic 
machine for purposes for which it was not meant; when it has broken 
down, we have been too cautious to carry out proper replacements or to 
scrap it altogether. 

Let me illustrate this from our approach to public ownership of industry. 
I do not refer here to political objections to our method of nationalisation ; 
I regard the economic objections as more serious. What we have done 
is to create monopolistic Colossi which are publicly owned but are not the 
instruments of socialism; they are not, as they should be, economic 
weapons in the hands of the community. They are still essentially capitalist 
in conception. Their financing, their costing, their price fixing, their profit 
and loss accounting are much the same as you would find in any big private 
firm. Government control over them is too remote for them to be used 
as balancing factors in the economy except in the long term. Yet all that 
Professor Lewis suggests to strengthen this control is a series of price- 
tribunals, consumers’ councils, and an annual parliamentary debate; he 
expressly denounces any suggestion that nationalised industries might be used 
as instruments for the control of the rest. 

We have become so accustomed to defending nationalisation as a means 
of improving efficiency or as the safest way of ae an industry that 
ought to be monopolised, that we have forgotten the other great reason— 
the need for power. Public ownership transfers power from private hands 
to those of the community— if it is properly carried out. This consideration 
brings me to my last point. 

Since 1945 we have had two main tasks, a long-term one and a short- 
term one. The long-term task was to reconstruct society on a basis of 
greater equality. The short-term was to alleviate the inequalities of a 
capitalist society—to provide by expedients the security and the social 
justice which in the long run can only be firmly based on a new economic 
order. In the event, our use of expedients has outrun the economic 
possibilities. 

When the critics complain that our present level of social services and 
security measures is higher than our economy will bear, they are quite 
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tight. As they are at this moment, these services involve us in a ruinously 
hgih rate of taxation—ruinous in the sense that it has become a positive 
disincentive to capitalists to undertake industrial reorganisation and 
expansion. But the conclusion is not that the services should be reduced 
or differently financed. It is that we cannot run a “ welfare state” on an 
economic system not made for it, no matter how we juggle with its finances. 
It can only be done if more of our industry is removed from the realm of 
financial incentives altogether; there is a direct relationship between the 
level of social services and the proportion of industry publicly owned. 
Mr. Durbin brings out this point strongly (on p. 45); Professor Lewis 
consistently fights shy of it. I believe it is one of the fundamental issues 


before us. 
T. E. M. McKrrrericx. 


THE NeGro tn America. By ARNOLD Rose. (Secker and Warburg. 321 
pp. With Index. arts.) 

Cotour Preyupice. By Str ALAN Burns. (Aden and Unwin. 151 pp. 
With Index. 12s. 6d.) 


Au kinds of people, suggests Sir Alan Burns, dislike, fear, or despise 
those who are different from themselves—the Brahmin feels superior to 


the non-Brahmin, the Chinese to “foreign devils,” the Red Indians to 
“* palefaces,” the whites to negroes, while “ whiteness of skin,” he quotes 
from a German ethnologist, “to certain African peoples who had never 
seen a white person before, suggested the unsightly discolouration of a 
person who had been long dead in the water.” What we call colour pre- 


judice, then, is not confined to any one people,'region or historical epoch. 
But in our own day, the problem of colour prejudice arises in its most acute 
form in the relationship Sane whites and negroes, and it is in this form 
that it is studied in the two books under review. 

The Negro in America is a condensed edition of Gunnar Myrdal’s famous 
report An American Dilemma, ptepared by one of the collaborators in the 

reparation of the original book. It is, states Professor Myrdal in his 
a same “a faithful condensation, expertly done and true to the spirit of 
the whole undertaking,” and it leaves out “ no significant point of view, 
body of facts, or main conclusion.” As such, it is a real towr de force, for 
which the gcaeral reader should be profoundly grateful. Sir Alan Burns, 
on therother hand, has covered a wider field, for he approaches the problem 
from the angle of the ex-colonial administrator, with experience in West 
Africa and the West Indies, and he writes as one who has seen the “ negro ” 
not only in the New World, surviving the days of slavery and of inter- 
marriage with whites, but in his original home. 

Both books analyse, and destroy, the “ scientific” fallacies on which 
claims to white superiority used to be based—the physical structure of the 
negro head, the evidence of intelligence tests based on the environment of 
non-negroes, such extraordinary beliefs as that of the sterility of mulattoes 
or that “‘ the beast of the field which tempted Eve was a megress, who served 
Eve in the capacity of a maid servant.” Yet, when all is said and done, 
the fallacies are destroyed, but the conviction of superiority remains. As 
Sir Alan Burns points out, “a state of mind or a firm belief in something 
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that is not true is just as real and important as a factitself. If one man thinks 
that another is inferior to him the result of such thought is scarcely affected 
by its possible absurdity.” 

The effects on both races of this state of mind is most brilliantly 
summarised in The Negro in America. Here the whole structure of segrega- 
tion, political and legal discrimination, and social ostracism is described, 
and the psychological results are portrayed more clearly than in any other 
study. “ The negro genius,” says Dr. Rose, “ is imprisoned in the negro 
problem.” Every outstanding negro, be he writer, singer, athlete, or 
academic, becomes a race-leader, willy nilly. Negro trade unionists, negro 

oliticians, some of whom are of the calibre to be American national 
eaders, are restricted to the level of sectional leaders by the mere fact of 
their race. Confined by segregation, they turn increasingly to racial pride 
and voluntary isolation ; confronted by a blank refusal to admit equality, 
they adopt the double method of claiming equality but accepting com- 
promise; while demanding co-operation, they look with distrust on 
members of their own race who actually achieve it. The negro, in short, 
is in an impossible position, and in that pee frequently behaves in a 
manner that makes him still more distasteful to whites. 

But his circumstances are determined not so much by his own sickness 
as by that of the white society in which he is caught up. “ At bottom the 
problem is the moral dilemma of the white American. . . . The moral 
struggle goes on within people and not only between them.” The dilemma 
is posed in its crudest form in the willingness to accept inter-racial con- 
cubinage running parallel to refusal to recognise inter-racial marriage, so 
that racial “ amalgamation is, to the ordinary American, not a proper subject 
for jokes at all, unless it can be pulled down to the level of disty stories, 
where, however, it enjoys a favoured place.” The same double standard 
exists, as Sir Alan Burns shows, in Africa and in the West Indies. 

When the whole situation has been analysed, what is the result ? White 
superiority has been dealt another series of body-blows, but does it expire ? 
It does not, but it may be weakened. Certainly outside opinion has some 
effect, as is shown in America by the pressure of federal policy on the 
southern states, and in the British Empire by that of the Colonial Office. 
It is to be hoped that the opinion of the United Nations may produce 
similar results in the Union of South Africa. But a change of policy cannot 
be forced—to be effective it must come from a change of mind and a change 
of heart, and therefore the most useful result of the expression of outside 
opinion may be that it gives some standard to the negro peoples themselves. 
Even the American negroes believe in the “ American Creed” that “ all 
men are created equal,” and in that belief they have substance and inspiration 
in their claim that they too are American. Similarly, West Africans and 
West Indians are alive to the promise of the British Commonwealth that all 
peoeres within it will ultimately govern themselves. Political equality will 

elp, as it has already helped us to understand the Indians, but that will 


not be the end of the story. If Sir Alan Burns and Dr. Rose have proved 
anything, it is that a political or legal solution will be but a step towards 
the solution of the problem at a deeper level. 


MaArjoriz£ NICHOLSON. 
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EXPERIMENT IN ANARCHY. By R. M. Graves. (Gollancz. 238 pp. 155.) 


Ma. Graves has written a vivid, if melancholy, story of the last days 
of Jerusalem under the British Mandate. From the summer of 1947 till 
the British administration departed in May 1948, he was the head of the 
Municipal Commission of the holy city, the acting mayor; and he kept 
a diary during that period of stress and trial. Before that he had been for 
six years labour adviser, and then director of the Department of Labour, 
of the Palestine Government during the World War. Before that again he 
had been adviser in the Ministry of Labour in Egypt. So he knows the 
Middle East well and truly. And unlike some British officials in Arab 
countries, he has kept broad sympathies for all the peoples of the Middle 
East ; and in Palestine he cultivated social as well as official contacts with 
the Jews as well as with the Arabs. He is one of those Englishmen who 
combine a generous outlook with an independent and critical mind. He is 
a lover of all the arts, and he belongs to a family which has an inherited 
literary gift. Three of his brothers, Robert, Philip, and Charles, have 
won distinction in English letters. In this his first book he makes an 
otiginal contribution to the enormous literature about a land and a city 
which are very susceptible to authors. 

The log which he kept as mayor is a chapter of history. For he could 
see all that was happening, and he is forthright in his judgment of what 
seems to him the betrayal of a trust by the British Government when the 
decision was taken to leave the country. Using a metaphor which was 
drawn from the daily experience: “ We were destroying ”—he says—“ the 
dam we have built up, leaving a time bomb to blow it up when we have 
got out of the area.” The policy of scuttle was a sad ending to the 30 years 
of a British administration which had conferred great benefits on both 

eoples. 
Coe parts of the diary are concerned with technical details of the 
water supply and other municipal services of Jerusalem which were 
threatened by the growing anarchy : but the details are relieved by constant 
interpositions about the larger issues. Always one has the impression of 
an international society and of world forces. Mr. Graves has the gift too 
of seeing both sides of the case and summing them up concisely. Thus 
“the Jews repeatedly assert that they have no quarrel with the Arabs, and 
seem unable to understand that this proposition is not the same as to say 
that the Arabs have no quarrel with the Jews.” The mayor’s log is prefaced 
by two chapters describing Jerusalem, the old city and the new city. They 
are without question the best account of the city which has been written 
in recent years, and not only of the physical place but of all its variegated 
society before it was divided in twain by the actual iron curtains. The 
farrative of events is followed by a chapter which sets out concisely the 
political argument of the two contending nations, the Jews and the Arabs. 
It is perhaps impossible to summarise in 20 pages the causes and nature 
of the conflict; and the author recognizes that his account is in parts 
superficial and imperfect, and omits to deal with the work of construction 
and civilization effected by the mandatory power. Nevertheless, for the 
general reader this chapter gives a clear and fair notion of the sequence of 
events and the deeper historical factors out of which the state of Israel 
was born and the civil war was waged in Jerusalem. He ends with the 
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remark that the situation has been radically altered by the results of the war. 
“ And the Jews will not be slow to add one more argument—and a more 
forceful one to their armoury—the right of the conqueror to keep what 
he holds.” 

There are three ot Se a arene project for Jerusalem which the 
mayor issued in March 1948, in a desperate effort to stay the internecine 
conflict; a memorandum by his brother Robert, which argues from 
Scripture the rights of the Arabs to large parts of Palestine; and two 
samples of the literature of the terrorist Irgun, which illustrate the passionate 
hostility to Britain that existed in the last period of the mandate. Mr. 
Graves’s book will, it is hoped, be read widely both in England and in 
Israel. It should do something, by its fairness and sincerity, to explain 
that hostility in the one land and to remove it in the other. 


NorMAN BENTWICH. 


East WIND OVER PraGuE. By JAN Srransky. (Hollis ¢» Carter. 244 pp. 
105. 6d.) 
EAst OF THE IRON CurTAIN. By VERNON BARTLETT. (Latimer House. 212 pp. 
85. 6d.) 
Laszito Rajk AND His ACCOMPLICES BEFORE THE PEopLe’s Court, Bupa- 
PEST. (Collet’s. 315 pp. 25.) 


ERE are three books on the same theme with very different purposes, but 
to a remarkable degree they confirm one another and tell the same story. 
And what a nightmare story it is. Indeed, it has so much a nightmare quality 
that the Western mind, all the more perhaps because, tired of war and its 
afflictions and satiated with knowledge of Nazi frightfulness, is apt only half 
to believe it true. Fate, as it might in some Greek tragedy about the dying 
pangs of a civilised community, seems too inexorable, too heartless and 
inhuman for the world as we wish to contemplate it. That after such a war 
so many who suffered under it, but were on the side of the victors in the end, 
should be longing for another is a truth too dreadful to appreciate. What a 
forlorn hope! If that war should come, would there be anything left to 
liberate? Can liberation, can a renewal of human values and the respect for 
personality, come without it? 

Yet, “we are afraid that the Americans and the British might lose sight of 
the one paramount reality which they have to face—namely, war”. Mr. 
Stransky is quoting a fellow-Czech, now a Communist official, but working 
underground against his country’s new masters. And these words are cited 
to explain what is the main purpose of his book: to insist on the inevitability 
that the cold war will become active war, to ensure that the West understands 
this and is prepared for it. That many in central Europe now pray for war is 
a tragic truth. The desire is obviously wrong-headed, but, more important, 
difficult to understand. “If we had more food and a few bombs, it would be 
like the war” is one current joke in the satellite countries. “May Fate send 
us another war, but not another liberation” also goes the rounds. Is all this 
just the discontent of the émigrés that any revolution produces, the complaint 
of a dispossessed minority suffering unduly because they live among violent 
changes, one which we should discount, believing these to be for the 
ultimate greater good of the majority? Or does it represent something 
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fundamental and enduring, the temporarily suppressed voice of truth as it 
would be spoken by an enslaved multitude had they the freedom to speak it? 

If it be the latter, we need to know how it is that the multitude so readily 
succumbed, how it is that the masses have obeyed the exhortation as Mr. 
Bartlett gives it a new rendering: “Workers of the world unite; you have 
nothing to gain but your chains.” The strongest feature of Mr. Stransky’s 
book lies in his explanation. This is able and convincing—as is Mr. Bartlett’s, 
which forms a smaller proportion of his work. The latter, it is true, gives 
more attention to the evils that went before and the good that has followed 
the Communist domination. But that is because he is dealing with the more 
backward countries, and not, like Mr. Stransky, exclusively with the most 
advanced. 

Mr. Stransky explains the failure to make any stand against Soviet com- 
munism. We perceive that all the trump cards were in its hands. It is left 
to Mr. Bartlett to suggest that they may not always be so, even without war. 
Years of occupation and war-weariness had engendered fears of direct 
resistance and habits of subservience. There being no doubt where the 
power lay, it seemed best to jump on the band-wagon while there was still 
the opportunity. They felt abandoned by the West; Yalta seemed another 
Munich. As Jan Masaryk once said to me during the days of the Czech 
Government in exile: “We do not want to be pushed into the arms of Russia 
any more than we want to be subordinated to the West, but without active 
and constructive collaboration from the West that is what will happen.” 
How much more, I wonder, could have been done during those war years of 
exiled governments in London to plan a co-operative rehabilitation of 
Europe by democratic force and inspiration had British leadership not been 
so tragically absent and British interest so far away, and the polite myth of 
non-intervention not so convenient an excuse for inaction. Was there not 
even a positive discouragement of any intra-~-European collaboration? And 
there was, of course, the contrast of communist propaganda, supported by 
ever-present Soviet power, promising so much: planned reconstruction with 
Russian help versus a laissez-faire scramble tied to an “inevitable American 
slump”. Then there was always the apparent strength of a religious faith 
whose devotees with iron discipline reiterate a single theme, compared with 
a West speaking with many voices from which propaganda can always 
select to give the impression of weakness. Not least was the ruthless use of 
the “collaborationist” accusation, the opportunities for which, and the 
unscrupulous use of them, are so well examined by Mr. Stransky. His 
description too of how the Social Democratic Party was finally brought 
under communist direction is highly significant. 

Mr. Bartlett’s eminently readable and humanly illuminating book is in a 
different perspective. It includes the more backward countries in its scope. 
It asks the more important questions and in some measure answers them. 
And we see when we look at the whole area east of the iron curtain to what 
an extent reform was overdue. Here, indeed, communism had a fertile 
ground for its propaganda. There has consequently always been less feeling 
of disillusionment at its operations. Much of what has been done deserves 
high praise, especially the feverish reconstruction where it would scarcely 
have been surprising, such was the devastation, if all hope and effort had 
died. The rebuilding of Budapest and, above all, of Warsaw, with the 
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affectionate piecing together of some of its beloved monuments brick by 
brick, the unbelievable difficulties to contend with and overcome, unfold a 
tale of real achievement. Mr. Bartlett finds that patriotism has often as much 
to do with this as communism. But certainly in order properly to assess the 
dictatorial methods of communism in these countries, and to understand 
why they are not looked at more askance, it must be realised that they were 
also the methods of the old order there. The same law was used to condemn 
Cardinal Mindszenty as had before been used against the communist Rakosi, 
who spent sixteen years in prison under it. 

And that too helps to explain the atmosphere of fervid conspiracy, police 
agents, spies, conspiratorial contacts across frontiers, mutual grounds for 
personal distrust, of lives suspended by terms of imprisonment or ended by 
violent death in which so many of the present rulers of these states have 
spent their lives. Against that background alone are the fantastic stories told 
in the trial of Laszlo Rajk rendered less incredible, although it by no means 
follows that they are to be credited. If they are, they furnish remarkable 
evidence of how far the rottenness of the past has survived in the present 
régime. 

Mr. Bartlett interestingly objects to the tendency to think of all these 
countries as satellites. They still retain, he says, much more of their individual 
character than one expects. He finds in their spirit of national difference the 
strongest force likely to block Soviet absorption. 

On the prospects of war there are interesting conclusions to be drawn 
from these books. The first is the seriously large element of unreliability in 
these small states from the Soviet point of view, one already underlined by 
the Tito defection. Second is, of course, the orthodox communist conviction 
that the degenerate capitalist West will crumble, anyway. In spite of some 
lines of propaganda, there does not seem to be any real belief that the 
“imperialist” West has warlike intentions. But if there is one thing which is 
capable of creating unity behind that belief it is the identification of the 
democratic governments with either the émigré leaders or, much more im- 
portant, pro-Germanism. For they all have still, and are likely to retain, as 
their most active hatred everything for which Nazi Germany stood; and their 
one absorbing and real fear is the German. 

H. R. G. GREAVEs. 


Tue ENGLIsH UTILiTarIANs. By JoHN PLAMENATZ. (Blackwell, 1949. 205 pp.) 


Mz. PLAMENATZz has written a small book of 160 pages as an introduction 
to J. S. Mill’s Essay on Usilitarianism. \n it he has tried not only to define the 
doctrine, but also to give an idea of the great variety and richness of the 
systems of which Utilitarianism forms a part. He examines the doctrine not 
only when it was flourishing from the middie of the eighteenth century to the 
middle of the nineteenth, but he traces also the influence of Hobbes, and he 
considers the criticisms of Moore in Principia Ethica. Strangely enough, there 
is no discussion of the final synthesis of this most English doctrine, The Methods 
of Ethics, by Sidgwick. 

Mr. Plamenatz is fascinated by the English quality of the Utilitarians. 
They were unrelenting rationalists, which he says is not surprising because 
in morals and political philosophy the English have had “as steady a 
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preference for logic and simplicity as any other European people”’. It was to 
the Utilitarians that we owe more than to any Continental writers “our 
liberation from the political vocabulary inherited from the Middle Ages”. 
The Utilitarians did “for political and moral philosophy what the Cartesians 
did for the theory of knowledge’’. If they did not speak like scientists, they 
always spoke sensibly. 

Mr. Plamenatz is a cool and penetrating guide to the moral and political 
ideas of the great Utilitarians from Hume to J. S. Mill, and every student 
will be grateful for his illuminating comments. He notes that Hobbes was 
the first modern thinker to place at the foundation of his political philosophy 
the conception of government as the conciliator of selfish interests. He notes 
that Hume, who shared this idea, wore his doctrine with a difference. He 
substituted for the Hobbesian vanity and fear an overwhelming sense of the 
force of habit. This notion of the political importance of prejudice both 
Burke and the later Utilitarians owed to Hume, and in the more subtle of 
them it did service almost for a sense of history. Hume’s theory of morals, 
whatever its defects, was “as subtle and plausible as any other system of 
ethics propounded by a European between the times of Aristotle and Kant.” 
But if Hume is the hero of Mr. Plamenatz’s Preface, the latter can valet his 
master. Hume, he writes, “in matters political was no true sceptic”. The 
genuine scepticism of Montaigne, the true freedom from prejudice which is 
not a kind of intellectual nihilism, but is the product of sympathy and imagin- 
ation, was not his. But there was a vision and insight in Burke and Hume not to 
be found in the writing of Bentham, Paley and James Mill. In Bentham, who 
was greatly the inferior of Hume, from whom he borrowed many things he 
barely understood, the two incompatibles of Utilitarianism and egoistic 
hedonism lay quietly side by side. 

In a final chapter of his Introduction (Chapter IX), Mr. Plamenatz con- 
siders the value of the utilitarian theory for the student of morals and of 
politics. On the whole, he agrees with Professor Moore that Utilitarianism 
is an untenable theory. “Whatever men may be doing when they are acting 
morally, they are not seeking pleasure, nor are they being selfish, prudent 
or sympathetic. Morality curbs egoism, is often indifferent to pleasure and 
usually overrides prudence. These are the undeniable facts vouched for by 
our daily experience.” In the political field “the great error of the Utilitarians 
was their individualism . . . their assumption that the general structure of 
society can be adequately explained in terms of men’s desires and purposes.” 
But if they did not lay the foundations of a science of politics they cleared 
the ground for others who may yet do so. 

K. SMELLIE. 


THE CANADIAN BurEAucrACcy: A Stupy oF CANADIAN CIvit SERVANTS 
AND OTHER Pusiic Employees, 1939-1947. By Taytor Cote. (Duke 
University Press, Durham, N.C. ix+279 pp. $5.) 


Proressor Cote set himself to study “the wartime impacts upon the 
Canadian bureaucracy”. In general, he has succeeded in showing—with 
well-documented evidence—how the public services reacted to the wartime 
factors of urgency, scarcity and expansion. Thus, in regard to recruitment, 
the combination of rapid expansion and manpower shortage created a need 
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for aggressive methods far removed from the customary passive role of the 
Civil Service Commission. Similarly, the sense of urgency frequently pro- 
duced impatience with the delays of Commission procedure. The result was 
a tendency to circumvent the Commission or relegate it to a purely formal 
role. Personnel management gained in importance from the difficulty 
encountered in attracting and retaining competent employees; at the same 
time, the public service suffered from the lack of trained personnel officers. 
Finally, on the organisation and methods side, the rapid extension of 
functions and the proliferation of branches and agencies caused an almost 
complete breakdown in effective control—the least developed aspect of the 
pre-war public service. It is not surprising that Professor Cole found “a 
general deterioration of standards and a decline in the quality of individual 
performance”’. 

What is surprising, in view of this deterioration, is the striking rise in 
the prestige of the national service as a result of its wartime record. In fact, 
as Professor Cole notes, there was widespread public satisfaction with the 
performance of the public servants, and particularly of those in the con- 
trolling posts—‘“the small coterie . . . who constituted the inner spring of 
the governmental mechanism in Canada and largely determined its economic 
policies from 1939 to 1945”. Although little space is given to this develop- 
ment, it may be suggested that any success that Canada may now be having 
in developing a competent administrative class can be attributed to the 
prestige won by this group, and to their belief in the need for such a class. 

The least satisfactory aspect of the book is the examination of the overall 
control of the national public service. In a sense, this is the crux of Professor 
Cole’s self-appointed task: how successfully the central agencies maintained 
a coherent and efficient service under the extraordinary stresses of wartime. 
Unfortunately, one fails to discover just how control was attempted, if at 
all. Nor does the author evaluate the conflicting claims of the Treasury 
Board and Commission, or offer any constructive suggestions of his own for 
the improvement of control. (The control agencies are given scarcely more 
attention than the public schoolteachers—whose inclusion in this study, 
together with the provincial public services, seems hardly justified.) 

In fact, despite his avowed aim, Professor Cole seems to have attempted 
a general descriptive survey of the public services of Canada and its pro- 
vinces—an invitingly open field. It is probably as a general study that this 
book is most useful—as a starting point for more searching analysis. It 
indicates clearly the areas where closer examination and reflection are most 
needed. Above all, it reveals all too well the failure of Canadian adminis- 
trators and political scientists to study their public services adequately. 


FRANK MILLIGAN. 


ENGLISH SociaAL SERVICES. By EMMELINE W. CoHEN. (Aden ec» Unwin. 
158 pp. 85. 6d.) 


Tue title of this book suggests that readers will find in it a comprehensive 
account of the social services up to the present day. They will be disillusioned. 
In fact the field covered is extremely limited and this should have been 
indicated in the title. Four chapters out of the nine which comprise the book 
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deal exclusively with the development of social work amongst children. One 
chapter is reserved for the consideration of social work amongst adults. 

The four chapters devoted to the development of social services for 
delinquent, homeless and handicapped children trace the movement from 
voluntary provision through to state action. The treatment is historical 
and based largely on the reports of Royal Commissions and Government 
and other reports published in the nineteenth century. These chapters 
contain some interesting and little-known facts. The chapter which shows 
the changing attitudes to juvenile delinquency makes instructive reading 
when placed alongside Making Citizens, the report issued by H.M.S.O. on 
the work of approved schools to-day. 

The author, however, seems to have little knowledge of the changes 
which have taken place in the English social services during recent years. 
The bibliography listing Government and other reports stops at 1938. 
There is no mention of the flow of White Papers which preceded the present 
social legislation. And, since the author has concentrated on social services 
for children, one might reasonably have expected to find more than one and 
a half lines devoted to the Curtis Report in the text. 

The chapter on the social services for adults is limited to an account of 
the provision made for sickness and old age. Here again the treatment lacks 
proportion. Too much space is allotted to the history of the nineteenth- 
century services, in view of the length of the book. Only the briefest reference 
is made to post-war social services, and the accuracy of some of these may 
be questioned. 

The final chapter, on charitable bequests and the appointment of the 
Charity Commissioners is interesting, since the proper use of old charities 
which have ceased to serve their purpose is once again engaging public 
attention. 

The author throughout the book is concerned to show the changing form 
of administration. She rightly stresses the importance of voluntary effort, 
and she emphasises the need for both public and voluntary provision. She 
points out, however, the difficulty of financing voluntary services in a 
society where the social structure is changing owing to a redistribution of 
wealth. 

It would appear from the preface that the book was written in America. 
If this be so, the lack of emphasis on recent social changes might find an 
explanation; though one rather gathers that the citizens of the United States 
are not unmindful of recent developments in our “welfare state”, 


GERTRUDE WILLOUGHBY. 
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